The Australian Accountant 


Published Monthly for the Commonwealth Institute of Accountants, the 
Federal Institute of Accountants, and The Australasian Institute of Cost 
Accountants. 





Subscription : 
Vor. VI, No. 2 SEPTEMBER 25, 1938 Per annum, 20/- 
Single copies, 2/- 





The Future of “The Australian Accountant’”’ 


In January, 1936, The Australian Accountant commenced pub- 
lication under an arrangement between the Commonwealth Insti- 
tute of Accountants and the Federal Institute of Accountants for 
the production of a joint monthly journal. 

The agreement was for a period of three years, terminating on 
January 31, 1939. In July, 1936, The Australasian Institute of 
Cost Accountants (Incorporated) also became a party to the 
agreement. 

The Federal Institute of Accountants has now given notice that, 
as from January 31, 1939, it proposes to publish monthly its own 
journal, and therefore does not intend to enter into a renewal of 
the agreement on its expiration. 

The Australian Accountant will, however, continue to be pub- 
lished, substantially in its present form and size, the Common- 
wealth Institute of Accountants having decided to carry it on after 
the expiration of the agreement. 

Whilst we naturally regret the approaching termination of the 
joint enterprise, we wish the Federal Institute of Accountants suc- 
cess with the new publication. 

Until January 31, 1939, The Australian Accountant will be the 
official organ of the three Institutes mentioned. 





Balance Sheet Problems 


II. THE VALUATION OF FIXED ASSETS 
By A. A. FitzGERALD 


The first article in this series dealt with a valuation problem— 
the valuation of stocks on hand—which has been the subject of 
much controversy amongst accountants. This article is also con- 
cerned with valuation, but, in this instance, the area of contro- 
versy amongst accountants is much more limited. In fact, it may 
be said that, on the question of valuation of fixed assets for 
balance sheet purposes, accountants present practically a united 
front. Yet there is probably no question upon which the attitude 
of accountants is less understood by laymen, and no accounting 
convention which has been the subject of so much criticism— 
descending in some instances almost to ridicule—from outside 
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the profession as the accepted rule for the balance-sheet valuation 
of fixed assets. 

Consequently the purpose of this article is not so much to 
throw light upon an accountancy controversy as to state and 
explain the reasons which justify an accounting contention which 
is often challenged by those who are not accountants. 

First, let us state the accounting convention which is under trial 

Mr. P. D. Leake, counsel for the defence of the convention, 
addresses the Court of Public Opinion :? 


Balance sheet values should be strictly confined to true going-concem 
values. . . . If all the assets and liabilities are stated at their true going. 
concern values, the balance sheet will show the nearest possible approxima. 
tions both to the appropriate value of the capital, and to the amount of the 
profit or loss arising within the year or other accounting period then ended 
.... The common commercial view of the going-concern value of industrial 
plant in use is that the value is based upon the historical cost to the present 
owner of that plant, computed by deducting from the cost, less estimated 
residual value, an equal annual instalment of that cost, in respect of each year 
of the estimated efficient life which has expired. 

Mr. Leake is supported by three American authorities, who, 
however, place rather more stress on the influence of accounting 
conventions :* 

The balance sheet is a statement which purports to exhibit the financial 
condition of a business, including (a) the nature and amount of the assets of 
the business, (b) the nature and amount of its liabilities, i.e., its obligations 
to creditors, and (c) the nature and amount of its net worth. ... 

The practice of accountants in the preparation of balance sheets has, in the 
course of time, hardened into a set of general conventions... . 

The first of the conventions is that the balance sheet is historical in char- 
acter: it attempts a summary description of the financial aspects of transac- 
tions which have already taken place. 

The second general convention is that the balance-sheet is a statement of 
the financial condition of a going concern which has invested the greater 
part of its funds in the listed assets with a view to their consumption in opera- 
tions or to their sale in the future. The statement shows the present status of 
the assets resulting from the consumption and conversion of the original 
assets. 

The third convention, which follows from the two which have been 
stated, is that the original basis of fixed asset values is cost. Subsequent 
valuation of them is a process of apportioning their original cost over their 
useful lives. The amounts set opposite fixed assets in balance sheets do not 
record the results of periodic appraisals which attempt to state the present 
price of the assets. 

Here, then, is the “golden rule” for the accounting valuation 
of fixed assets: 

Cost to the present owner, less a proper allowance for depre- 
ciation. 

Now for the carping critics. 

Mr. R. F. Fowler® puts a point of view which evidently worries 
the economists : 

If the object of making appropriations* from the Profit and Loss Account 

1. P. D. Leake: Balance Sheet Values, pp. 1-9. 

2. Sanders, Hatfield & Moore: A Statement of Accounting Principles, pp. 56-57. 


3. R. F. Fowler: The Depreciation of Capital, pp. 5-6. 
4. An unfortunate expression, but let it pass! 
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in respect of depreciation is to maintain capital, it will be seen that there are 
serious deficiencies in treating the depreciation problem simply as a matter 
of “writing off” the original cost of the asset. . . . If general prices are rising, 
however, the money value of capital goods will rise, and capital consumption 
will occur unless the depreciation appropriations are increased. Suppose, on 
the other hand, that general prices fall. . . . If depreciation charges are 
lowered to equal those of competitors, they will be sufficient to renew 
equipment at the new prices, but dividends will be reduced to the market rate 
on the lower capital cost. Capital will be maintained intact even though the 
value of plant and equipment has fallen. 

Let us be fair. Mr. Fowler is thinking of the problem of 
depreciation in terms of current operating cost rather than in 
terms of balance-sheet valuation. And he is careful to distinguish 
between the accounting and the economic aspects of depreciation 
and to recognise that “the accountant has to produce that form 
of accounts which gives the information wanted by the business 
man, and his problem is to present it in a form which not only 
provides internal checks, but also enables the required informa- 
tion to be obtained easily from the books.” 

Historical cost of fixed assets is much more easily obtained from 
the books—if the books have been properly kept—than is replace- 
ment cost. Hence there is good technical reason at least for the 
preference of accountants for historical cost as a basis for balance- 
sheet valuation. 

For other than balance sheet purposes, for example, in the pro- 
vision of information intended to serve as a basis for price policy 
or for the computation of current costs, it may well be that the 
“golden rule” is inadequate. We are concerned in this article, how- 
ever, with balance sheet problems alone. Will not the Court, there- 
fore, rule out Mr. Fowler’s plea on the ground of irrelevancy, 
valuable as his book may be in other respects? 

Before it does so, let it be placed on record, as obiter dicta, that 
the balance sheet aspect of depreciation is not the more important 
and that it is technically possible, as well as logically defensible, to 
adopt a method of treating depreciation for balance sheet purposes 
which differs from that adopted for cost purposes. 

Let Prof. Perry Mason® elaborate the point: 

It requires a good deal of temerity to state that the amount shown in 
an asset account minus the accumulated depreciation on the asset represents 
the “correct” or “true” value of the asset. It would be a rare coincidence if 
the difference corresponded with the amount for which the asset could be sold, 
with the amount that would have to be paid for another asset of the same 
type in the same condition, with the amount appearing on the books of another 
owner of an identical asset, with the capitalised value of the earning power of 
the asset, or with any other concept of correct value. It might be called the 
value to the particular business as a going concern, but that does not seem 
to be very helpful. If the conditions assumed at the time the asset was 
acquired prove to be accurate, then the undepreciated balance, less the 
probable scrap value, is the amount which will be charged to operations 
during the remainder of the life of the asset,® and to say that it is presumably 
such an amount is probably as close as one can come te ~* .<curate state- 
ment of the nature of this balance. 

5. Perry Mason: Principles of Public Utility Depreciation, pp. 26-27. 

6. In technical terms, “deferred revenue expenditure.” 
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It is technically possible to have a problem of periodic cost and incom: 
determination which will require a charge for depreciation without having a 
problem of asset valuation. For instance, it frequently happens that an 
asset is completely written off through depreciation charges, and yet is con- 
tinued in use for some time thereafter. 

In order to get useful operating cost data, a charge for depreciation should 
be continued. The corresponding credit must be its surplus or its equivalent, 
but such an entry would not be meaningless even though it had no effect upon 
the balance-sheet figures. 

What have business men and investors to say about the ques- 
tion? Lord Melchett? thinks that fixed assets should be written 
down to scrap value from the beginning, on the ground that the 
money invested in fixed assets is “sunk” once and for all and 
cannot be recovered if the business turns out to be a failure. This 
is an original idea, which is probably not fully entertained by many 
business men or investors, but there are undoubtedly many who 
cherish the notion that since a balance sheet is dated, since it con- 
tains the heading “assets,” and since it is commonly described as 
“true and correct” by the auditor, the item appearing under the 
caption “asset” should be stated at a value which has some direct 


connection with the realisable value of the item at the date of the & 


balance sheet. 


Some go so far, as did a writer in The Times Financial and & 


Commercial Supplement some years ago, as to become facetious 


at the expense of the accountant in regard to the accounting con- § 
ventions which make of the balance sheet a “miracle of diabolical © 
ingenuity, specially designed to bewilder the inquirer and to 


obstruct any desire that he may entertain to arrive at a correct 
conclusion concerning the position of the property which it osten- 
sibly purports to make clear.” A scathing indictment, even if the 
writer did write with his tongue in his cheek! 

Or, if neither of these advocates be considered to have exempli- 
fied the typical reaction of business men to accounting convention, 
we might call upon Mr. Arthur Chamberlain, who, in his frank 
discussion of company balance sheets two or three years ago 
referred to “pretty” balance sheets and to the fact that in one com- 
pany, of which he is chairman, “the special depreciation reserve 
has reached a point when additions to it almost amount to making 
assurance doubly sure.” 

What is the reconciliation of these diverse points of view? What 
will be the judgment of the judges of the Court of Public Opinion? 
We may assume that those judges are truly judicial in mind, 
temperament and lack of bias. 

Will the judgment not be in something like the following terms: 
The balance sheet is a technical document, in the preparation of 
which it is necessary to have regard to technical principles. 
Amongst those who are skilled in the technique of accounting 
certain conventions have become generally accepted. Those con- 


7. “The Share of No Par Value and Its Effect on Company Finance”: The 
Accountant, February 1, 1936. 
8. See The Accountant, December 14, 1935, p. 838. 
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ventions, through long use, have assumed, for practical purposes, 
the status of principles of balance sheet construction. The im- 
portant convention, thus raised to the status of a principle, govern- 
ing the balance-sheet valuation of fixed assets is that they shall be 
valued at their original cost to the present owner, !ess such allow- 
ances for depreciation as shall reduce that cost to the estimated 
scrap value on the expiration of their service life. The convention 
is justified on grounds of commercial expediency, since any alter- 
native method of valuation would introduce into the balance sheet 
a dangerous element of instability and inconsistency from year to 
year: moreover, it is justified on logical ground, because the only 
essential difference between expenditure on the purchase of fixed 
assets and expenditure on the purchase of current assets, such as 
materials, is a difference in the rate at which these respective 
classes of assets will be used up in the process of carning income. 
Thus the view that the un-depreciated portion of the cost of a 
fixed asset at any time represents merely a deferred charge to 
income is logically sound, and it is that view which is carried into 
effect by the accepted accounting convention. Therefore, the Court 
holds that the charge that the accountant has glorified an unsoundly 
based convention by raising it to the status of a scientific principle 
has not been proved. 

But the Court finds also that the accountant has been guilty of 
contempt of court, in that he has not shown a sufficient regard to 
public opinion, and has not made a sufficient attempt to ensure that 
the meaning and purpose of the statements prepared by him are 
properly understood by the world at large. Indeed, he must take 
a large share of the responsibility for obscuring the real meaning 
and purpose of those statements by using descriptions of their 
contents which are misleading. 

For this misdemeanour, he is sentenced to read carefully and 
thoroughly the lecture by Mr. A. E. Cutforth (now Sir Edwin Cut- 
forth) on “Balance Sheets, Their Use, Abuse, and Limitations,’”® 
and to use his best endeavours at all times to explain to those who 
are not accountants what a balance sheet is, and more particularly, 
what it is not. Moreover, he is required hereafter to refrain from 
indulging in his present custom of over-emphasising the impor- 
tance of the balance sheet as a statement of “assets and liabilities” 
and of misleading readers of balance sheets into the belief that an 
accounting statement of this nature can ever be an entirely adequate 
picture of the financial condition of an enterprise or that it can 
truly be said, in the sense in which the terms are used in non- 
accounting parlance, to be “true and correct.” 

As a stimulus to the reading of Sir Edwin Cutforth’s lecture, 
the following summary of the principal points made by him is given: 
1. There is a good deal of misconception, even among business men, in 

regard to what a balance sheet purports to be. 

2. Balance sheets have certain natural limitations; in particular, they are 
not valuation statements. 


9. See The Canadian Chartered Accountant, March, 1937. 
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3. There are certain broad principles on which balance sheets are compiled, 
and the reasons for the adoption of these principles are sound. 

4. If the principles upon which balance sheets are compiled were abandoned, 
and endeavours were to be made to present balance sheets in the form of 
valuation statements, practical difficulties of the first magnitude would 
arise, and the possibilities of abuse would be great. 

5. Speaking generally, annual profits afford a better indication of the total 
value of a business as a going concern than do the assets and liabilities 
appearing in the balance sheet, and balance sheets should, therefore, be 
studied in conjunction with profit and loss accounts. 

6. In spite of the limitations to which balance sheets, by their very nature, 
are subject, a review of a company’s balance sheets and profit and loss 
accounts over a series of years furnishes information on a number of 
matters of vital importance, such as the nature and extent of the liabilities, 
the adequacy of floating resources, the growth or the decline in the 
earning capacity of the business, the capacity of the business to withstand 
a period of depression or adversity, the policy of the board of directors in 
regard to the building up of reserves, and, in short, the general financial 
strength of the company. 

The true purpose of balance sheets is indicated by point number 
six of this summary. That purpose, it will be noticed, is in no 
way hindered by the adoption of the “golden rule” of fixed asset 
valuation and there is consequently no ground for departing from 
that rule for balance sheet purposes. If, for some other reason, 
the balance sheet is inadequate in specific circumstances to provide 
information which is needed by the proprietors or the management, 
the fault does not lie in the form and content of the balance sheet, 
and the attempt should not be made to twist the balance sheet 
from its true purpose to other uses. 

If a statement of assets and liabilities at realisable values is 
called for, it should be prepared. If price policy requires some 
departure from the balance sheet rule for depreciation of fixed 
assets, let the calculations be made independently of their effect 
on the balance sheet. But let the accountant resist any tendency 
to destroy the real value of a balance sheet by misinterpreting its 
purpose or by applying it to other uses than that for which it is 
intended. 

One other conclusion arising out of Sir Edwin’s lecture should 
be mentioned. Popular misconceptions of the nature of a balance 
sheet are to some extent due to two misuses of terms—the correc- 
tion of one of these misuses lies within the capacity of the accoun- 
tancy profession; the correction of the other depends upon legis- 
lative action, but the accountant might do much to bring about the 
desirable change in the legislation. 

The first misuse of words is the use of the words “assets” and 
“liabilities” as sub-headings to the balance sheet. As every accoun- 
tant knows, these headings are frequently serious mis-descriptions 
of the items which appear below them. Historically, a balance 
sheet is simply a statement in conventional form of ledger balances 
remaining after certain entries have been made in the accounts in 
accordance with accepted accounting principles. If the conventional 
form is to be retained, why not use the more strictly accurate sub- 
headings, “debit balances” and “credit balances”? 
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The other misuse is involved in the statutory obligation impesed 
upon company auditors to report whether the balance sheet is 
properly drawn up so as to exhibit a true and correct view of the 
state of the company’s affairs. 

Since correct balance sheet construction is dependent upon the 
application of proper accountancy principles rather than upon any 
attempt to discover and state current values, and since “true and 
correct” is an expression which cannot logically be applied to a 
statement which is, after all, in large measure, an expression of 
opinion rather than a statement of determinable fact, would it not 
be as well to substitute for the statutory form of audit report a 
report to the effect that the balance sheet is in agreement with the 
books and is drawn up in accordance with proper accountancy 


? 


principles : 





Articles in Overseas Journals 


The Accountant a 

July 2, 1938: Exchange Control and the Currency Standard, by 
Prof. J. H. Jones; The Nature and Measurement of Income, 
the first of a series of articles by Ronald S. Edwards, Lecturer 
in Business Administration, with special reference to Account- 
ing, London School of Economics. 

July 9, 1938: The Nature and Measurement of Income—II, by 
Ronald S. Edwards. 

July 16, 1938: Leading article on Arbitration under a Com- 
pany’s Articles, commenting on the case Beattie v. E. and F. 
Beattie Ltd. (reported in Accountant Law Reports, July 9, 
1938), which dealt with the effect of a clause in the articles 
of association of a private company, under which disputes 
between the company and any member were to be referred to 
arbitration ; Leadership and Industrial Development, by Prof. 
J. H. Jones; The Nature and Measurement of Income—III, 
by Ronald S. Edwards; The Liabilities of Receivers and 
Managers, a lecture by Herbert Jacobs. 

July 23, 1938: Leading article on Solicitors and Clients’ Money, 
commenting on proposals by The Law Society to prevent 
defalcations; The Nature and Measurement of Income—IV, 
by Ronald S. Edwards; The Function of Realisable Values 
in Accounts—I, the first of a series of two articles by William 


Wolff. 


The Journal of Accountancy 
August, 1938: The Position of the Public Accountant in Rela- 
tion to Business and Government in Great Britain, by Sir 
Laurence Halsey; High Standards of Accounting, by A. C. 
Littleton; Reserves, by Frederick W. Woodbridge. 


5 The Canadian Chartered Accountant 


August, 1938: Brewery Accounts, by W. L. Lucas; Progress 
in Accounting, by Austin H. Carr; The Auditor’s Report to 
the Shareholders (continued from July issue). 
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Book Reviews 







Commonwealth Income Tax. J. A. L. Gunn. Butterworth & Co, 
(Aust.) Ltd. and Accountants Publishing Co. Ltd., Sydney, 
1938. Pp. 320 (including 29 pages index). Price, 15/-. 


Though this book is designed primarily to meet the needs of 
candidates for the examinations in Commonwealth Income Tax 
held by the several Australian Accountancy Institutes, Mr. Gunn, 
in his preface, expresses the hope that it will be of assistance to all 
who are concerned with the preparation of returns, checking assess- 
ments, lodging objections and conducting appeals. The hope is 
certain to be realised. For the student, it fills a gap which must 
have been the source of much difficulty; for the practitioner, it 
provides in simple language and with copious practical illustrations, 

a complete explanation of the Federal Income Tax Act and the 
procedure thereunder. 

The book is divided into thirty chapters—each dealing exhaus- § 
tively with a particular subject of income tax, and a system of § 
cross references to the numbered paragraphs links up connected § 
phases of the different subjects. Should it be necessary later to 
issue supplements dealing with changes in the law, this system § 
will be an invaluable means of relating the supplements to the @ 
main text. 

Mr. Gunn’s many readers throughout Australia will need no 
assurance that he has done his work thoroughly and with admirable 
clarity of expression. For the purpose for which it is intended, I 
affirm that he has done nothing better, and I realise that that is 
high praise. Moreover, there was no job for the assistance either 
of students or practitioners which more urgently needed doing. 






































_ > ain oe oh 


ao O26: & «2° 42 8 ete of 


A. A. F1tzGERALD. 


Financial Statements--Their Treatment and Interpretation. A. 
Lester Boddington. Sir Isaac Pitman & Sons Ltd., London, 
1938. Pp. xi + 366. Price, 22/-. 


English texts on the subject matter covered by this book have § y 
been few and far between, and both in theory and practice the Bt 
treatment and interpretation has been a much-neglected aspect of Bf 
accountancy. Probably even less atttention has been given to it in & 
Australia than in England. But the increasing complexity of busi- 
ness management and the spread of the practice of investment in 
companies are both exercising a profound influence in the direction 
of improvement in methods of presenting and interpreting business 
statistics. Consequently, a volume such as this, by an author of 
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Mr. Boddington’s experience, is particularly welcome at this 
juncture. 

The scope of the book may be indicated by the chapter headings, 
which are: Value of Classified Information, The Facts of Business, 
Treatment and Interpretation of Business Statistics, Trading and 
Revenue Statements (three chapters), Balance Sheets (two chap- 
ters), The Form of Published Balance Sheets, General Principles 
of Criticism of Balance Sheets and Financial Statements, Appli- 
cation of Principles of Criticism to Actual Balance Sheets and 
Financial Statements, Accounts of Holding and Subsidiary 
Companies. 

A useful Bibliography and Appendices, dealing with forms of 
accounting statements giving effect to recommendations of the 
Federal Reserve Board of U.S.A. and the English Companies Act, 
1929, are also included. 

Mr. Boddington has shown a courageous and welcome disin- 
clination to follow conventional form. Anyone who hopes to make 
real progress in raising the general standard of financial state- 
ments must be prepared to scrap a good deal of useless tradition, 
for the reason that historical forms of accounting statements were 
designed to satisfy different needs and to fit different accounting 
techniques from those of to-day. 

He is prepared to, and does, consider forms of revenue state- 
ments which attempt to disclose causal relationships, forms of 
published balance sheets which attempt to inform investors, and 
forms of consolidated statements for holding companies which are 
not hamstrung by artificial legal objections to the consolidation of 
statements of the affairs of separate legal entries. He is not afraid 
to apply to the interpretation of financial statements the methods 
of the statistician, nor to recognise the treachery of all statistical 
and financial data. And he treats the whole question with due 
respect for the statutory obligations laid upon the accountant. 

If sometimes he appears to retain a slight lingering affection 
for old and out-moded forms (as in his retention of the trading 
account or the balance sheet in which classification into groups is 
not carried to its logical conclusion), shall we count these small 
concessions to tradition against the many outstanding virtues of 
his work? The book deserves the close attention of students and 
practitioners. There is hardly a chapter in it which is not fully 
worth the price of the whole book. Not only is it the first English 
work in which the subject has been dealt with in its fullest implica- 
tions, but the treatment is generally so skilful that it will be difficult 
for future writers to improve upon it. 

A. A. FitzGERALp. 
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Company Law and Secretarial Practice Section 


Epitep sy J. S. McINNEs, F.I.c.A. 


Directors’ ATTENDANCE Book 

With some companies it is the practice to keep a Directors’ 
Attendance Book, which the directors sign when attending a meet- 
ing of the Board or a committee of the Board. The practice, how- 
ever, is far from being universal; indeed, we do not think it can 
be called a common practice in Australia. In some cases the articles 
of association provide for the signing of such a book, in other cases 
the book is kept as part of the usual routine of directors’ meetings. 

A New South Wales reader enquires whether the new Com- 
panies Act of that State makes it compulsory for all companies to 
keep such a book, and he refers us to clause 70 of Table A of the 
new Act, which provides that “. . . every director present at any 
meeting of directors or committee of directors shall sign his name 
in a book to be kept for that purpose.” 

This provision, however, only applies to companies adopting 
or governed by Table A of the new Act; it is not a statutory pro- 
vision applicable to all companies registered under or governed by 
the new Act; and such an attendance book is only legally required 
in the case of (1) companies to which Table A of the new Act, 
including clause 70, applies; (2) companies that have adopted that 
Table without altering article 70, and (3) companies whose articles 
expressly provide for the keeping of such a book--the latter must 
be very rare. 

(The provision is taken from clause 70 of Table A of the English 
Act of 1929, and has been adopted in Table A of the Queensland 
Act of 1931 (clause 70) and Table A of the South Australian 
Act of 1934 (clause 70). The clause originally appeared in Article 
75 of Table A of the English Act of 1908, and is in Article 75 of 
the Victorian Act of 1928.) 

MunicipaL CounciL—MEETING—MortioN—PoInTt oF ORDER— 
CHAIRMAN’S PowER TO RuLE A Motion Out oF ORDER 

In The King v. Neeson, Ex parte Koch (1937) V.L.R. 211; 
Argus L.R. 346, the Council of the Shire of Glenelg had, on the 
casting vote of the President (Neeson), appointed R. as solicitor 
of the Shire at an annual retainer. About a fortnight later Coun- 
cillor Koch gave notice in writing to the Shire Secretary of his 
intention to move at the next ordinary meeting of the Council that 
such appointment be terminated and R. notified accordingly. At 
the meeting of the Council that motion, and another for the appoint- 
ment of a firm as solicitors to the Shire, were moved and seconded. 
The President ruled both motions out of order, and refused to 
accept either of them, or to allow any discussion of their subject- 
matter, remarking that everything connected with R.’s appoint- 
ment had been done constitutionally, and that, if the Council carried 
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the motion terminating R.’s appointment, “they might be up for 
compensation.”” When asked for the full reason for his ruling, the 
President said: “I rule it out because the appointment was all in 
order.” 

Koch then applied to the Supreme Court of Victoria for an 
order calling upon Neeson, President of the Shire, to show cause 
why a writ of mandamus should not issue directing him to proceed 
with, and put to the vote of the Council at a duly constituted meet- 
ing, the motion of which Koch had given notice. 

On the matter coming before Mr. Justice Lowe, it was con- 
tended that the decision of the chairman was final under the Local 
Government Act 1928, 13th Schedule, Part XI, Clause 21, which 
reads: “The chairman when called upon to decide on points of 
order or practice shall state the provision rule or practice which 
he deems applicable to the case without discussing or commenting 
on the same, and his decision as to order or explanation in each 
case shall be final.” 

It was strongly contended in reply that the action of the Presi- 
dent was mala fide and consequently not a valid exercise of his 
powers, but His Honour was not prepared to find that the Presi- 
dent was acting mala fide in refusing to put the motion. 

Mr. Justice Lowe decided in favour of Koch, holding that the 
chairman had no power to rule the motion out of order. In the 
course of his judgment, His Honour said that he did not propose 
to discuss the limits of the powers set out in clause 21, or what 
constituted a point of order, but in his judgment where all the 
conditions incidental to the submission of a matter which the 
Legislature required or permitted to be submitted to a meeting 
have been complied with, it is not a point of order to determine 
whether it should be submitted to the meeting or not. To rule that, 
because of the regularity of the prior appointment, the Council 
should not be permitted to terminate it, would be to deny to the 
Council the exercise of a power which it undoubtedly had, and in 
His Honour’s opinion the President’s action could not be justified 
under clause 21. 

No case having been made out why a mandamus should be 
refused, His Honour made an order for the issue of a writ of 


mandamus. Points of Order 

Decisions of the Courts on points of order are extremely few. 
Itis the duty of the chairman of a meeting, and his function, to 
preserve order, and to take care that the proceedings are con- 
ducted in a proper manner, and that the sense of the meeting is 
properly ascertained with regard to any question which is properly 
before the meeting (per Chitty J. in National Dwellings Society v. 
Sykes (1894) 3 Ch. 159). And in Jn re Indian Zoedone Co. 
(1884) 26 Ch. 370, the Court of Appeal stated that the chairman 
of a meeting has prima facie authority to decide all emergent ques- 
tions which necessarily require decision at the time. 

Points of order which a chairman has power to decide include 
matters relating to— 
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the conduct of, and procedure at, the meeting, e.g., breaches 
of the rules, regulations, standing orders, by-laws, etc. ; 

absence of a quorum, or any other defect in the constitution 
of the meeting; 

whether the motion under discussion is within the scope of 
the notice convening the meeting, or is otherwise intra vires; 
or whether there is any other informality, defect or irregu- 
larity in the proceedings ; 

whether the person speaking has a right to speak; 

impropriety of speech on the part of the person then speak- 
ing (eg., that his language is improper, offensive or 
abusive), or irrelevance of his remarks ; 

misconduct of any person or persons present (e.g., making 
a running commentary on the remarks of the person then 
speaking, holding audible private conversations, etc.). 


ComPpANY—LIQUIDATION—Proor oF Dest—CrepiTorR Ho.pine 

SECURITY ON LAND REGISTERED IN NAME OF GUARANTOR BUT T0 

WHICH CoMPANY BENEFICIALLY ENTITLED— VALUATION OF 
SECURITY 

At one time Philip Bird was the owner and the registered pro- 
prietor of five pieces of land under the Victorian Transfer of Land 
Act (Real Property Act—Torrens). In January, 1929, in circum- 
stances not set out in the reports of the case, Pird executed an 
indenture whereby he declared that, although these lands were 
held by him and were registered in his name, he held them upon 
trust for P. Bird Pty. Ltd. and its assigns, and he agreed to transfer 
and deal with the lands as that company directed. The company 
occupied or used the lands for the purposes of its business. Bird, 
who was a director of the company, had personally guaranteed 
the bank overdraft of the company. 

In March, 1930, when the company was indebted to the Com- 
mercial Bank of Australia Ltd., Bird executed a mortgage of these 
lands to the Bank to secure payment, inter alia, of any sum which 
might be payable by him to the Bank or the repayment of which 
he had guaranteed or might thereafter guarantee. In fact, he was 
never liable to the Bank except under his guarantee. This mort- 
gage, which was duly registered, was given with the concurrence 
of the company, but the Bank did not know and was not informed 
of the declaration of trust in favour of the company or that Philip 
Bird was not the beneficial owner of the lands. The consequence 
of this transaction was that the company’s debt to the Bank was 
guaranteed by P. Bird, and the guarantee was secured by a mort- 
gage to the Bank over property of which Bird was the owner at 
law and the company was the owner in equity. 

The company had previously given to the Bank a general lien 
over all its assets, present and future. 

In April, 1937, the company went into voluntary liquidation, 
C. B. Harvey, D. Chitty and W. M. Howitt being appointed 
liquidators. The company then owed the Bank £17,777, for over- 
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draft and interest. It valued the securities it held, other than the 
lands referred to, at £13,000, leaving a balance of £4,777, for which 
it lodged a proof in the liquidation. The liquidators rejected the 
claim on the ground that the Bank had failed to comply with the 
provisions of S. 207 of the Companies Act 1928 (Victoria), and 
Ss. 194 and 195 of the Insolvency Act 1928 (Victoria), in that the 
Bank, being a creditor holding specific security on the property of 
the company, had failed to give up or give credit for the value of 
such security in the manner prescribed by the Insolvency Act. 


The Rule in Bankruptcy 
By S. 207 of the Victorian Companies Act 1928, except so far 
as is otherwise enacted in the winding up of an insolvent company, 
the same rules shall prevail and be observed with regard to the 
respective rights of secured and unsecured creditors and to debts 
provable and to the valuation of annuities and future and con- 
tingent liabilities as are provided by the Insolvency Act 1928 or 
by the rules in insolvency in relation to the estates of persons 
sequestrated under that Act or any corresponding previous enact- 
ment, and all persons who in any such case would be entitled to 
prove for and receive dividends out of the assets of the company 
may come in under the winding up and make such claims against 
the company as they respectively are entitled to by virtue of this 
section. Sections 194 and 195 of the Insolvency Act, so far as 
material, are as follows: 
S. 194. “A creditor holding a specific security on the property 
of the insolvent or any part thereof may, on giving up 
his security, prove for his whole debt. 5 

S. 195. “A creditor holding such security as aforesaid and not 
complying with the foregoing conditions shall be ex- 
cluded from all share in any dividend.” 

By the same Act, S. 4, a secured creditor means any creditor 
holding any mortgage charge or lien on the insolvent estate or any 
part thereof, as security for a debt due to such creditor. 

The general rule in bankruptcy is that when a creditor proves 
against an estate he must give up or value any security which, if 
not retained by him, would go to augment the estate against which 
he seeks to prove. This bankruptcy rule has been incorporated 
into the law of companies for many years by a section in the Com- 
panies Acts corresponding to S. 207 of the Victorian Companies 
Act (adopted from S. 10 of the English Judicature Act 1875). 
The important words in the definition of secured creditor, as 
applied to companies, are “a person holding a mortgage, charge 
or lien on the property of the company,” and it has long been 
settled that, in the interpretation of this provision, the leading 
principle is this: If the creditor gave up his security, would it go 
to augment the property of the company? 

The liquidators having rejected the proof, the Bank applied 
to the Court to reverse their decision. In the Supreme Court of 
Victoria Mr. Justice Lowe held that the Bank was entitled to 
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prove as an unsecured creditor, on the ground that the Bank did 
not hold a specific security over the property of the company inas. 


much as by virtue of S. 179 of the Transfer of Land Act it was 


not required to have regard to the company’s equitable interest in 
the lands, and the general lien did not constitute a specific security, 
(Section 179 of the Transfer of Land Act 1928, so far as relevant, 
reads: “Except in the case of fraud no person contracting or deal- 
ing with . . . the proprietor of any registered land lease, mort- 
gage or charge . . . shall be affected by notice actual or con- 
structive of any trust or unregistered interest any rule of law or 
equity to the contrary notwitstanding and the knowledge that any 
such trust or unregistered interest is in existence shall not of itself 
be imputed as fraud.” ) 

Re P. Bird Pty. Ltd. (1937) V.L.R. 303. 

The liquidators appealed to the High Court, and that Court, 
reversing the decision of Lowe J., held that the debt which the 
Bank sought to prove in the liquidation, being secured by way oi 
mortgage on property to which the company was beneficially 
entitled, and which, subject to the mortgage, would go to augment 
the company’s assets, the Bank must value or give up its security. 


“Specific” Security 

S. 194 of the Victorian Insolvency Act refers to a creditor hold- 
ing a specific security on the property of the insolvent, etc. The 
word “specific” is not generally inserted in the same provision in 
other statutes; in fact, we have not found it used in a similar con- 
text in any other statute. The presence of this word was the main 
point of argument in the case. As previously stated, Lowe J. held 
that the Bank did not hold a specific security over the property 
of the company inasmuch as (1) by virtue of the Transfer of Land 
Act 1928, it was nct required to have regard to the company’s 
equitable interest in the land, and (2) the general lien was nota 
specific security. His Honour based the first of these reasons on 
the technicality that the rule in S. 194 is not concerned with the 
beneficial interest, but merely with the legal interest. “When it 
is said that a man is not allowed to prove against a bankrupt estate 
and retain a security which, if given up, would go to augment the 
estate, in my opinion that means that it is the giving up of the 
security which will, by the fact of giving up itself, augment the 
estate.” . . . (In this case) “the giving up of the security would 
not of itself augment the bankrupt estate. To give up the security 
in such an event would give it to the legal owner, and would not 
bring about the result that it would go to the estate of the beneficial 
owner. This latter result would only follow because of the equities 
subsisting between the legal owner and the beneficial owner.” 

In the High Court Starke J. said that the Bank’s security took 
priority over the equitable interest of the company in the lands 
created by the declaration of trust; that the company was entitled 
to redeem the mortgage, and was beneficially entitled to the lands; 
and that, subject to the Bank’s mortgage, the lands would go to 
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augment the assets of the company. In these circumstances, as 
the mortgage was security for the debt due to the Bank, the Bank 
must value its security if it sought to prove. If the mortgage was 
valued the general lien as a security became unimportant, and it 
was therefore unnecessary to determine whether it did or did not 
constitute a specific security which should be valued. 

Dixon J. (with whom Rich J. agreed) said that the question at 
issue was whether the Bank was bound to value or give up a 
security obtained over lands which belonged beneficially to the 
company, but, in point of legal title, were vested in a third person 
who had given a guarantee for the debt and furnished the security 
to support his guarantee. The fact that the Bank took the mortgage 
as and for a security over the property of P. Bird was no answer 
to the liquidators’ contention that it had a security over property 
of the company. The Bank was entitled to satisfy the debt it sought 
to prove out of the mortgaged property, and, subject to the mort- 
gage, that property belonged beneficially to the liquidating debtor, 
the company. His Honour said he would say nothing about the 
security given by the company’s general lien or charge, because 
this appeared to have only a theoretical significance in relation to 
the lands in question. 

Harvey v. Commercial Bank of Australia Ltd. (1937) 58 C.L.R. 
382; (1938) Argus L.R. 58. 


VoLuNTARY WinpING Up—Proor sy CrepItor — DECISION 
THEREON BY LIQUIDATOR—No APPEAL—SUBSEQUENT ACTION BY 
CREDITOR FOR DAMAGES ON SAME CLAIM 

In the voluntary liquidation of a company a creditor has the 
option of two methods of proving his debt—by lodging a proof 
with the liquidator, or by commencing an action against the 
company. In the great majority of cases the simplest, cheapest 
and most practical method is for the creditor to lodge his proof 
with the liquidator. If the creditor is dissatisfied with the decision 
of the liquidator he has a right to apply to the Court to vary or 
teverse the decision. On such an application both the creditor and 
the liquidator are at liberty to adduce evidence additional to what 
was before the liquidator when he gave his decision on the proof 
(Re Bird’s Stores Ltd. (1931) 37 A.L.R. 94). It is a defect of 
most Companies Acts and Winding-up Rules that in the case of a 
voluntary liquidation no time is fixed within which the creditor 
must apply to the Court after the liquidator has rejected his proof, 
wholly or in part, but much would depend upon the circumstances 
of the case, and the application must be made within a reasonable 
time. 

The passing of a resolution for voluntary winding up does not 
operate as a stay of proceedings in an action or prevent an action 
being brought against the company. The Court, however, has 
jurisdiction to stay any such action, if it is just and beneficial to 
do so, the onus of proving that an action should be stayed being 
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upon the liquidator. In the case of a claim against the company 
which is capable of being satisfactorily dealt with between the 
liquidator and the creditor, if the creditor unnecessarily applies 
direct to the Court he runs the risk of having the action stayed 
and being ordered to pay the liquidator’s costs in the matter. 

If the creditor proves in the winding up, he loses his right of 
action. The fact that he has proved would be a ground of defence 
in an action, probably from the moment of proving; but, at any 
rate, after the liquidator has dealt with the proof and rejected it, 
wholly or in part, then, to the extent to which it is rejected, wholly 
or in part, the creditor loses his cause of action. It is merged in 
the proof, and his only remedy is to treat the act of the liquidator 
in rejecting the proof, in whole or in part, as a decision—the word 
applied to it in the winding-up rules—and then appeal to the 
Court; Scott L.J., in the case reported hereunder (1936) 4 All 
E.R., at pp. 516-7. 

Although the above position has been tacitly understood by both 
creditors and liquidators for many years it is remarkable that the 
English Court of Appeal only recently directly decided the point— 
a Victorian decision to the contrary is noted hereunder. 





A New Zealand Provision 


The New Zealand Act contains a provision, not found in other 
Acts, that when a company has passed a resolutiot: for voluntary 
winding up no action or proceeding shall be proceeded with or 
commenced against the company except by leave of the Court, 
and subject to such terms as the Court may impose, S. 225. In 
Loyal Ltd. v. Standard Tobacco Co. Ltd. (1935) N.Z.L.R. Supple- 
ment 83, G.L.R. 568, the company went into liquidation in October, 
1934. In January, 1935, a creditor in the winding up made a claim 
in the liquidation for a large amount alleged to be due under a 
manufacturing contract made with the company, but, up to July 12 
following, the liquidator had neither admitted nor rejected the 
proof of debt. The creditor then applied to the Court for leave 
to commence an action against the company. It was held that a 
liquidator ought to act on a proof of debt within a reasonable 
time; and as, on the facts of the case, (1) there was a serious 
question in dispute between the creditor and the liquidator ; (2) that 
attempts had been made to settle their differences, over a period 
of six months, without success, and (3) that an action would 
facilitate a decision of the questions in issue, leave should be 
granted so that the claim might be determined without undue 
delay. 

In 

Craven v. Blackpool Greyhound Stadium and Racecourse Ltd. 
(1936) 3 All E.R. 513, the facts were as follows: On October 12, 
1932, Craven was appointed managing director of the company for 
five years at a remuneration of £1,000 a year. On January 3, 1936, 
the company went into voluntary liquidation, and Craven put in 
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a proof for arrears of salary and damages for dismissal caused by 
the liquidation. On July 8, 1936, the liquidator allowed his proof 
at the sum of £1,109/8/3. Craven did not appeal from the decision 
of the liquidator on his proof, but, being dissatisfied with the 
amount awarded to him, brought an action for damages in the 
Court (King’s Bench Division), whereupon the liquidator applied 
for the proceedings in the action to be stayed, on the ground that 
if Craven was dissatisfied with the decision of the liquidator, the 
proper method of dealing with the matter was for him to appeal 
toa judge (in the Chancery Division), 

In the first Court, Hilbery J. refused to stay the action or trans- 
fer it to the Chancery Division, but the liquidator appealed to the 
Court of Appeal and his appeal was allowed, the Court of Appeal 
holding that it had no option but to stay the proceedings at common 
law and leave the creditor to his rights in the winding-up pro- 
ceedings. 

Gree L.J. said that, at the time when the company went into 
liquidation, Craven was undoubtedly entitled to have his claim 
and the amount of his claim decided by litigation in the Courts, 
apart from the Winding-up Court. He decided after he had made 
up his mind not to take advantage of the provisions of the statute 
and the rules which entitled him to question the decision of the 
liquidator by an appeal to the Chancery Division, that he would 
like another form of decision, namely, an action for damages in 
the King’s Bench Division. It seemed to his Lordship, on general 
principles, that a person who selected one method of having his 
claim adjudicated upon, if he was dissatisfied with the way in 
which that adjudication had been decided, should not be allowed 
to select another method of having it adjudicated. It was common 
knowledge in these matters that the Court did not allow two sets 
of proceedings to go on at the same time in the same matter; it 
would stay either one or the other in order that there might not 
be a waste of costs in asking two tribunals to decide the same 
question. Craven having selected one method of having his claim 
adjudicated upon, which gave him the right to question the decision 
of the liquidator, he ought not then to be in a position to select 
another method which, in his Lordship’s judgment, would have 
no result, because, even if Hilbery J. gave him a larger sum than 
the liquidator had given him, the adjudication by the liquidator 
would still remain an adjudication which, until it was reversed by 
a judge in the Chancery Division, would have been binding in the 
winding up. In refusing to stay proceedings in the action, Hilbery 
J. had exercised his discretion without due regard to the fact that 
there had been a claim made in the winding up adjudicated on by 
the liquidator, though subject to appeal, and, in those circum- 
stances, he really had no option but to stay the proceedings at 
common law and leave the creditor to his rights in the winding-up 
proceedings. 

Scott L.J. and Eve J. delivered judgments to the same effect. 


B 
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A Conflicting Victorian Decision 

In the Victorian case of Woods-Gilbert Rail Remodelling Co. 
Lid. v. Little and Another (1927) V.L.R. 292; Argus L.R. 276; 
the plaintiff, Woods-Gilbert Rail Remodelling Company Limited, 
sued the defendants, S. J. Little and Australian Rail Remodelling 
Company Proprietary Limited, in an action, in which the plaintiff 
claimed royalties payable under, and for damages for breach of, 


certain agreements between the plaintiff and the defendants, pro- § 


viding for the disclosure to the plaintiff of any improvements on, 
or new inventions in connection with, the inventions comprised 
in certain letters patent owned by the plaintiff. The defendant 





company claimed that the action should be stayed as against itself. B 


The defendant company had gone into voluntary liquidation 


and the plaintiff had lodged a proof of debt in respect of its claim 


with the liquidator. The liquidator considered and rejected the 
proof of debt, and gave notice in writing to the plaintiff company, 
as required by the Companies Rules. The plaintiff company had 
not, under the Companies Rules, applied to the Court to reverse 
or vary the liquidator’s decision—the only step it had taken in 
respect of the rejection of its claim was to bring the present action 
in the Supreme Court. 

Counsel for the defendant company argued that, in these circum- 
stances, the proper and indeed the only procedure available to the 
plaintiff was to take the steps laid down by the Companies Rules, 
i.e., to apply to the Court to vary or reverse the decision of the 
liquidator, and that in the present action the Court should exercise 
the discretion vested in it by the Companies Act and direct the 
stay of the action against the defendant company. It was argued 
that there was a procedure prescribed for such cases as this, and 
that, as the plaintiff had embarked on that procedure by lodging 
a proof of debt, it must follow that procedure, and could not now 
endeavour to enforce its claim by way of action. 


eee 





In refusing the liquidator’s application for a stay of the action, § 


Mr. Justice Lowe said: “If these were the only considerations in 
this case I should be prepared to yield to the arguments of counsel 
for the defendant company ; but I think that the onus is upon him 
of satisfying me that the exercise of the power would be ‘just and 
beneficial.’ He has not discharged that onus, in my opinion, for 
this reason, amongst others: that it appears from the affidavits 
in a statement that is not contradicted, that common questions of 
fact will have to be decided in respect of each of these defendants, 
and it is not disputed that the action against the individual defen- 
dant cannot now be stayed. I therefore think that, in the circum- 
stances of this case, the onus which lies upon the defendant com- 
pany not having been discharged, the application for a stay must 
fail.” 

(Subject to any alteration in the legal position by reason of 
the existence of the other defendant, an individual, against whom 
proceedings could not be stayed, the decision in this case is in 
conflict with the decision of the Court of Appeal in Craven’s case.) 
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Those Collection Letters! 





AS By R. A. Hick1n, L.1.c.A. 
ling Any accountant will gladly add his testimony to that of the 
ntif writer that, of all letters, the collection letter is the most difficult to 
of — write. tee : . 
Dro- = Moreover, collection is a thankless job at any time. If the cus- 
on, tomer does not receive his statement at the end of the month, he 
ised | complains jeeringly to the representative, or by letter, of office 
lant | inefficiency, and takes the opportunity to withhold his cheque for a 
self | week or two. If he does receive his statement, he very often 
tion regards it as a demand for payment, and gets huffy, and places his 
aim next order with a competitor. Should he send in a cheque after 
the @ the close of the month, and the statement goes out before its 
sny, &  ‘teceipt, the same thing happens. And so the dreary round goes on. 
had The question is often asked, “What can be done to improve col- 
orse lection technique?” It is a difficult question to answer, for so many 
: in factors must be considered before a collection letter is sent. But 
Hon some attempt must be made. The following advice is given, because 
the methods employed have apparently yielded good results, for 
im- | during about six years only ‘033 per cent., or 2/- in every £300, 
the | was lost through bad debts, and the types of customers included 
les, were many, from the great wholesale house to the corner grocer. 
the B First of all, then, picture the man to whom you are about to 
rise write. In all probability you have never seen him, so this advice 
the # may sound rather foolish. But he is one of a type. Is he a small 
ned grocer, tobacconist, etc.? Deal with him kindly, but firmly, and do 
and not let him become unreasonably overdue. Is he a chemist? If so, 
ing then he is a professional man, and has a certain status which must 
ow be respected—write him as one business man to another, in a 
spirit of co-operation, and refrain from making any suggestion of 
on, an effort to collect the money until he has ignored at least three 


in EE Teminders. 
Is your customer a wholesaler or a leading emporium? Then 
let your letter breathe dignity and restraint, for you are treading 


1m 

nd upon holy ground. Do not threaten the dignity of his great estate 
for by suggesting that he has not the money to pay—think of all the 
rits possible reasons he could have for not paying his account, and, 
of ostensibly at any rate, pin your faith to the one which leaves his 
its, solitary awfulness most secure. But never fawn—human nature 
on detests it. 

m- There are other types. But these cover the field pretty well, 
m- | and with certain modifications the pictures are true of most mer- 
ust | chants and retailers. 

4 Now we come to the practical work of writing the first letter to 
of & Mr. Brown, who has failed to pay his account when due, and has, 
ym | therefore, become the object of our collection technique. 
in © How shall we address him? True, he ought to have paid his 


bill, but there might be any number of reasons for his lapse. Let 
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us call him “Dear Mr. Brown.” The friendliness of this opening 
may go a long way towards winning his goodwill, and hence his 
cash. 

Now what shall we say? Shall we weary him with a long 
account of the goods he has bought, which he knows already, and 
give him a list of dates and terms, etc., etc., etc.? By no means, 
We must make the opening interesting, so that he will find the 
letter stimulating. If you can make him enjoy reading your col- 
lection letter you have achieved the goal—gain his interest, and 
you will gain his cheque. Make the first words short and 
picturesque. 

Enlarge slightly on these opening words; hold his attention to 
the picture they give. Then, while this is running pleasantly 
through his mind, let him know why you are writing. Then offer to 
supply him with further particulars regarding his purchases if he 
needs them, and close with a friendly assurance of service 

In fact, let your letter be something like this: 


Dear Mr. Brown,— 

Cash oils the wheels of business! 

Payment of accounts when due allows suppliers to meet their own obli- 
gations and cements business friendships. 

Therefore, you will not mind our drawing your attention to your account 
for £15/11/8, which became due on March 3lst last. 

Are your records of this transaction complete, goods satisfactory, invoices 
in order? Then may we request the favour of a cheque to bring the account 
up to date? 

Assuring you of our faithful attention to your interests, 

We are, 
Yours very truly, 


Unless he hasn’t the money, or holds a grudge which even your 
friendly letter has failed to remove, you will probably get a cheque 
in a day or two. But he might forget, for all good business men are 
busy men; or he might be out when your letter reaches his place 
of business, and it is, accordingly, dealt with by an unsympathetic 
employee. In fact, he must not be thought a rogue if nothing 
happens for a month. Then write him again. Your first letter 
was general; let this one be a little more direct. But keep that 
friendly spirit throughout : 


Dear Mr. Brown,— 

Profits make business pay! 

Letters take time to write, as well as time to read. Unnecessary corre 
spondence is, therefore, a drag on business, and if it could be avoided profits 
would increase. 

Your time is valuable; you need to spend every minute of it in productive 
activity. So do we! So let us help each other. We supplied you with a 
good product and every assistance in selling it—may we, in turn, look for 
prompt payment? 

Your account is as follows: 

January goods charged as February .. .. .. £5 0 0 
Se oe ns an cee a, BE. BG ie 10 11 8 

Help us to save further expense by sending your cheque along by return 
delivery! Your co-operation will be much appreciated. 

Yours very truly, 
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He has now had two months to think of a good reason why he 
should not pay the account. Give him another month, and then 
write him a letter something like this: 


Dear Mr. Brown,— 

Credit is essential under modern business conditions, but credit exceeded 
levies its toll on both supplier and purchaser. The supplier needs the money 
—the purchaser loses the discount! 

Accounts have a way of growing beyond control if payments are allowed 
to lag behind purchases. £100 is harder to pay than £10! But the £10 paid 
leaves the supplier satisfied, the account current, and the customer’s mind 
free from the worry of an overdue account. 

These considerations prompt us to write and ask for a cheque for £15/11/8 
to bring your account up to date. We hope that we shall not have to worry 
you further for this remittance. 


Yours very truly, 


Now he begins to see that he must do something or the demands 
will become more insistent. But you have not shaken the impres- 
sion of goodwill he may have formed from your earlier letters, so 
unless he is in serious difficulties he will probably pay up. 

If he does not, you may be sure that he either has not the money 
or intends to keep it until he is forced to disgorge. Now the ques- 
tion arises : “Shall we push him regardless of consequences?’ The 
answer depends upon circumstances. Usually a :ourth letter is 
required before any extreme step can be justified. 

But let there be a gentle threat in your fourth letter, while retain- 


ing the somewhat informal tone. He must be made to see that you 
mean business, but that he has not entirely lost your goodwill. 
Write him along these lines: 


Dear Mr. Brown,— 

Every business transaction creates a partnership between supplier and 
purchaser, to which each is bound to give of his best. 

We supplied you, during the months of January and February, goods to 
the value of £15/11/8, and took every precaution to see that you received good 
service. In addition, we gave you every assistance in selling the goods by 
spending large sums in various classes of advertising. 

To this date, however, the partnership has been entirely one-sided. We 
have not received your cheque for the goods! 

We naturally desire to keep our relationship with you upon the most 
amicable basis, and to avoid taking any extreme steps for the recovery of the 
amount owing. We know you will agree with us, however, when we say 
that business cannot be carried on on overdua accounts. We need the cash! 
Further, the fact that we have not heard from you in reply to our previous 
letters seems to us to indicate that you have not viewed the matter seriously 
enough, and as there must be a limit to the extension of credit, we feel that 
the time has come to request you to make immediate payment of the account 
or let us have a letter setting out the steps you propose to take in order that 
the account may be brought up to date. 

Your account will be submitted for final review by the management on the 
2lst instant, by which date we trust that you will have paid it in full. 


Yours very truly, 


You have now done all that the rules both of politeness and 
business require, and if he does not respond in a satisfactory 
manner you will probably send him a final notice, which you will 
be able to word without any assistance from the writer! You may 
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now drop the “Mr.” and call him “Dear Sir”; or, if you cavil at 
the use of an expression which the circumstances have made mean- 
ingless, and even a little foolish, give him plain “Sir.” 

No suggestion is made that you should use the very phrases in 
these four sample letters; they are given purely to let you see the 
possibilities that lie in carefully chosen expressions. Nor is there 
any pretence that the chain gives an infallible remedy for bad debts. 
But until we learn more about the psychology of the people who 
buy our goods, we shall probably content ourselves with planning 
our approach to debt collection along lines similar to those outlined 
in the present article. 





Preparation of Legal Documents 
By L. E. Varr, SoLiciror 


Mr. P. E. Wiltshire’s article in the July, 1938, issue on the 
above subject has caused a Melbourne reader to enquire as to 
the Victorian law on the matter. 

This is to be found in the Legal Profession Practice Act 1928, 
Section 23 of which is as follows: 


Except so far as is otherwise expressly enacted no person shall act as 
a solicitor or as such solicitor sue out any writ or process or commence carry 
on solicit or defend any action suit or other proceeding in the name of any 
other person or in his own name in the Supreme Court, Insolvency Court, 
County Court, Court of Mines, Court of General Sessions or Court of Petty 
Sessions or before any judge or chairman of any such Courts or before any 
warden justice or justices unless such person has been admitted and enrolled 
and otherwise duly qualified to act as a barrister or a solicitor or a barrister 
and solicitor of the Supreme Court and continues to be so duly qualified and 
on the roll at the time of his acting in the capacity of a solicitor as aforesaid; 
and every person who acts or does anything in contravention of the provisions 
of this section shall be guilty of a contempt of the Supreme Court and 
punishable accordingly upon the application of any person complaining 
thereof and upon proof made thereof upon oath either oral or by affidavit and 
shall be incapable of maintaining or prosecuting any action suit or other pro- 
ceeding for any fee reward or disbursement for or in respect of any business 
matter or thing done by him in connection with the matters aforesaid. 

This section was discussed in Re Sanderson, Ex parte the Law 
Institute of Victoria 1927 V.L.R. 394; 33 A.L.R. 229. In this 
case Sanderson wrote a letter which was not written on his usual 
note paper, which set out that he was a commission and general 
agent. The letter was as follows: 

Mechanics’ Institute, 
Barkly Street, Ararat, 
January 26, 1927. 
Mr. James Cain, Great Western. 
In the Matter of F. Wallis, Ararat (v.) Yourself. 

Dear Sir,—-I have repeatedly written you re your indebtedness to the 
above-named complainant, and you have not had the courtesy to reply to 
any of my communications. Unless the amount due, viz., £3/6/4, together 
with my costs of 10/6, be paid me at once, I shall issue a summons against 
you, and should I then fail to obtain this amount I shall proceed against 
you under the Fraudulent Debtors’ Act, to show cause why you shall not 














nor 
a sc 
guil 
to s 
in t! 
be ; 
to t 
mat 
“In 
for 
of a 
the. 
Frat 
atta 
and 
imp! 
His 
the 
also. 
solic 
Ir 
103 \ 
was 
cred 
emp 
adop 
the | 
solic 
infer 
and | 
Se 
Ev 
or in 
in wi 
(othe 
other 
ment 
their 
and ¢ 
drawi 
offices 
persot 
Court 
to a 
court 





PT, 


l at 
an- 


; in 
the 
ere 
bts. 
vho 
ing 
ned 


the 
to 


28, 


irry 
any 
urt, 
etty 
any 
lled 
ster 
and 
sid ; 
ons 
and 
ing 
and 
ro- 
1eSS 


aw 
his 
ual 
ral 


the 


her 
inst 
inst 


not 











1938 THE AUSTRALIAN ACCOUNTANT 103 


be dealt with as the law directs under the order of Court which will be duly 
sent you. Awaiting your immediate reply. 

(Signed) A. J. SANDERSON. 

Cussen J. said he did not think it advisable that he should 
endeavour to lay down any precise rules as to when a person acts 
as a solicitor, nor did he say that merely because a person does 
a thing usually done by a solicitor but which might be done by 
someone else he would be guilty of an offence under the section, 
nor did he wish to decide that if a person merely pretended to be 
a solicitor but did not act in pursuance of that pretence he would be 
guilty of an offence under the section. His Honour then went on 
to say that in this case the respondent did pretend to be a solicitor 
in the sense that in writing to a person who, for all he knew, might 
be an ignorant person, he did use language which might convey 
to that person the idea that he was acting as a solicitor in the 
matter. He called particular attention to the heading of the letter: 
“In the Matter of F. Wallis, Ararat (v.) Yourself”; the demand 
for costs which, though it might not be justified even in the case 
of a solicitor, is the usual accompaniment of a solicitor’s letter, 
the statement as to issuing a summons, and the statement about the 
Fraudulent Debtors’ Act. He thought the proper meaning to be 
attached to the letter was to some extent a matter of construction, 
and to a great extent a matter of fact, regard being had to the 
impression which would be conveyed to the person who read it. 
His Honour found the respondent was guilty of an offence under 
the section, and that he not only pretended to be a solicitor but 
also, in conjunction with that pretence, acted in a way in which a 
solicitor would act. 

In Re Berry and Gulliver, Ex parte the Law Institute of Vic- 
toria 1929 V.L.R. 224; 35 A.L.R. 192, where a letter of demand 
was written demanding payment of an account on behalf of a 
creditor with 10/6 costs and stating that the writers had been 
empowered to take legal action to recover the amount, McArthur J. 
adopted Cussen J.’s decision in Sanderson’s case and found that 
the defendants had done a thing which was usually done by a 
solicitor and had done it in such a way as to lead to the reasonable 
inference that they were solicitors. He fined each defendant £7/10/- 
and ordered them to pay the Institute’s taxed costs. 

Section 27 of the same Act reads as follows: 

Every person who for or in expectation of any fee gain or reward directly 
or indirectly draws or prepares any conveyance or other deed or instrument 
in writing relating to any real estate or any proceedings in law or equity 
(other than and except barristers and solicitors of the Supreme Court, and 
other than and except persons solely employed to engross any deed instru- 
ment or other proceeding not drawn or prepared by themselves and for 
their own account respectively, and other than and except public officers 
and officers of the Commissioners of the State Savings Bank of Victoria 
drawing or preparing official instruments applicable to their respective 
offices and in the course of their duty) shall, upon the application of any 
person complaining thereof, be deemed guilty of a contempt of the Supreme 
Court and punished accordingly, or shall for every such offence be liable 
‘oa penalty of not more than Twenty pounds to be recovered before a 
court of petty sessions by any person. 
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It has been held in re Wayth 5 V.L.R. (L) 389 that an agree- 
ment for a transfer of the furniture and goodwill of a hotel and 
a letting of the hotel was not a conveyance or other deed or instru- 
ment in writing within the meaning of the section. Barry J, 
observed : “The enactment in question seems to me to be intended 
to apply to instruments in the nature of muniments of title requir- 
ing professional skill in their preparation.” 

In re Simpson and Fricke, Ex parte Robinson 1910 V.L.R. 177, 
16 A.L.R. 125, it was held that a document which was really in 
its essence an agreement between a father and son that certain 
land owned by the father was to be transferred to the son after the 
father’s death, in consideration of the son supporting the father 
during the latter’s lifetime, did not come within the section. Hood J. 
said it appeared the section was confined to something akin in its 
nature to what is commonly known as conveyancing. He found 
that the document in question did not fall within the section. 

In Franklin v. Drew 3 A.J.R., it was held that unqualified persons 
charging for the preparation of a Bill of Sale did not infringe the 
section. 

On the other hand in Re Strong, Ex parte Campbell 4 A.J.R. 
150, where an estate agent charged a fee for preparing a transfer 
of land, he was held to have been guilty of a contempt, and in Re 
Cooper, Ex parte Hall (1890) 16 V.L.R. 902, it was held that a 
person preparing a mortgage to himself and charging more than 
the actual out-of-pocket expenses for the preparation of such 
mortgage, had prepared such mortgage for reward within the 
meaning of the section. 





Logarithms 
By Cuas. A. ALLERDICE, A.1.C.A. 


In the Accountancy profession numerous complicated calcula- 
tions have to be made, and many accountants adopt the long 
and tedious method of straight-out multiplication and long 
division to obtain their required answer. Some business houses, 
however, have assisted the accountant in this direction by manu- 
facturing machines to make these calculations. Although this is 
so, not every business or accountant is in the position to purchase 
one of these machines, owing to the fact that they are expensive, 
and consequently the methed, previously mentioned, of working 
out examples arithmetically, is continued. 

There are aids to the accountant in this direction which 
are within the means of all. These aids are in the form of 
logarithm tables, and accountants would be well advised to 
acquaint themselves with the use of these tables and to consider 
their possibilities. Logarithm tables are simple to use. The 
time taken to make calculations by means of these tables may 
be a little longer than that taken by a machine to do the same 
work, but infinitely less than by the old method of arithmetical 
calculation, with a consequential saving of time and labour. 
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Definition of Logarithms. 

The logarithm of a number is defined as follows: 

If one number be chosen as a base, the logarithm of any number 
n to this base is the index of the power to which the base must 
be raised to equal n. 

Logarithms calculated to the base 10 are called common 
logarithms, and these are the type dealt with in the following 
paragraphs, although any number may serve as the base of a 
system of logarithms. Thus if » = 10!, the index / is called the 
logarithm of the number x to the base 10. 

In the tables of common logarithms, the base = 10, and the 
power to which 1C has to be raised to produce any number is, 
therefore, the logarithm of that number; thus 

W= WW... 1 log. 10 
wa we... log. 100 
10? = 1000 .°. 3 = log. 1000, etc. 

Beginning again with 10!', and dividing successively by 10, the 

following results are obtained: 


>= oo Low bl. 1D 
ws i! ° O = iv. I 
1 
a a = we : 
10-? = io = 1 ol =o i. *1 
10-2 = l = Qi .°. —2 = beg. Ol, otc. 


100 
It is usual, however, when dealing with common logarithms to 
dispense with stating the base each time; accordingly, log. 10° 
= | is written as log 10 = 1, as above, or log. ‘0001 = —4. 
Rules of indices apply to logarithms. 
It will be seen from the definition that a logarithm is merely 
an index. Logarithms therefore obey the same laws as indices. 
The laws of indices are as follows: 


oe a on is ce kc cc eevee 6G) 
et Dat TTT ee |) 
See. MRP 65 ve sa sa be ad -5< du De 


These three laws of indices therefore lead to the following 
three laws of logarithms: 

(i) The logarithm of a product is equal to the sum of the 
logarithms of the factors; 

(ii) The logarithm of a quotient is equal to the logarithm of the 
dividend minus the logarithm of the divisor; 

(iii) The logarithm of any power of a number is equal to the 
logarithm of the number multiplied by the index of the power. 

The following examples illustrate the application of the fore- 
going laws: 

(i) log. 56 = log 8 + log. 7 
(ii) log. 17 = log. 68 — log. 4 
(iii) log. 343 = (log. 7)? = 3 log. 7 
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The Characteristic and Mantissa 


The logarithm of any number, for example, 57, is that value of 
1 which will make 10' equal to 57. The index / increases as the 
number of which it is the logarithm increases, but the index and 
the number increase in different proportions, since the index repre- 
sents the power to which the base 10 must be raised to produce 
the number. The integral part of a logarithm is called its charac- 
teristic and the decimal part its mantissa. 

The logarithm of a number below 10 must be 10°, together with 
a decimal or mantissa, e.g., log. 2 = 03010. Again the logarithm 
of any number between 10 and 100, since 10 = 10!, and 100 =10°, 
must fall between 1 and 2, and is, therefore, equal to 1 plus a 
decimal. 


Rule.—The logarithm of any number greater than unity is one 
less than the number of digits in the integral part of that number, 
when the number is a power of 10, and when not a power of 10, 
one less than the number of digits in the integral part plus a 
decimal. Thus the characteristic (see above) of: 


Log. 100 = 2, log. 1:765 = 0, log. 8975 = 3, and log. 432-1 
Y 


The logarithm of any number less than unity is negative. For 
the sake of convenience, the mantissa is always kept positive and 
a minus sign is attached to the characteristic only. The general 
rule to be remembered when a number is less than unity is that 
the characteristic only of its logarithm is negative, and is numeri- 
cally equal to one more than the number of zeros appearing 
between the decimal point and the first significant figure. Thus 
the characteristic of: 


Log. -8975 =1; log. -08975 = 2; log. -008975 = 3. 


In the case of the logarithm of two numbers comprised of the 
same digits in the same order, but with the decimal point appear- 
ing in different positions, the characteristic differs, but the 
mantissa remains the same in each case. 


Example 
The log. of 8975 = 3-9530 
§97°5 = 2:9530 
89-75 = 1-9530 
8:975 = 0:°9530 
, ‘8975 = 1-9530 


The Method of Use of Logarithm Tables 

Tables may be purchased showing more than four figures, but 
for the purpose of illustration four-figure tables have been used. 
These tables give the mantissae to four decimal places, but the 
characteristics have always to be determined by inspection. 
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$5|9294|9299| 9304) 9309) 9315}9320)9325|9330|9335)9340]1)}1)2)2)3)3)4)4)5 
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Suppose the logarithm of 879-5 is required. The characteristic 
is first obtained, and in this case is 2 (vide supra). The logarithm 
tables are inspected to ascertain the mantissa. On the left-hand 
side will be found numbers ranging from 10 to 99. In this column 
numbers are found representing the first two digits of the number 
of which the logarithm is required, in this case 87 (see extract 
from tables above), and opposite this number are ten columns 
headed 0 to 9, inclusive. The first set of four figures, viz., «9395, 
represents the mantissa for the logarithm of the number 8700. 
Opposite this number, and in the column headed 9, there is another 
set of four figures, viz., ‘9440, which represents the mantissa for 
the logarithm of the number 8790. There remains one figure in 
the number of which the logarithm is required and which has 
not as yet been dealt with, viz., 5. On the right-hand side of the 
tables are nine columns, headed “differences,” and numbered 
from 1 to 9, inclusive. The fourth figure of the number indicates 
in which of these columns the difference is to be found. Opposite 
the number 87, on the left-hand side, and in column “5,” is found 
a difference of “2.” This difference must be added to the figure 
previously ascertained, viz., -9440, making it «9442, and this is 
the required mantissa. The logarithm of 879-5 to the base 10 
equals 2:9442. 

If a number exceeds four figures the characteristic will still 
be ascertained from the formula mentioned previously, but the 
fourth figure in the number must be taken as the next nearest 
number and the remainder of the digits replaced by zeros. 

For example, if the logarithm of 224,960 is required, the fourth 
figure will now become 10 to the nearest and thus the number will 
become 225,000, the logarithm of which is 5-3522. 


Anti-logarithms 


Only the method of ascertaining the power to which the base 
10 must be raised to produce a certain number has so far been 
dealt with. If the logarithms of a series of numbers have been 
added and subtracted, the result represents the power to which 
the base 10 must be raised to produce the required answer. 
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Example 


2401 X 28:2 & :031 
156 & 1:06 & -239 
Log. Ans. = log. 2401 + log. 28-2 + log. -031 — log. 156 — log, 
1-06 — log. -239 
= (3-3804 + 1-4502 + 2 4914) — (21931 + 0-0253 
+ 1-3784) 
= 3-3220 — 1:5968 
= 1-7252 


Simplify 





The next step is to ascertain the result when the base 10 is raised 
to the power 1:7252, and for this purpose anti-logarithm tables 
are used. 

On consulting the anti-logarithm tables, it is found that they 
are similar to the logarithm tables, with the exception that each 
of the two numbers in the extreme left-hand column has a decimal 
point before it and runs from -01 to -99 (see extract from tables 
below). These two figures in this column represent the first two 
figures in any mantissa, ranging from ‘01 to -99. 


ANTI-LOGARITHM TABLES 














| DIFFERENCES 
t 0 1 2 3 4 5 6 7 8 | 9 11)/2)3)4)5/6)7/ 8/9 
*70/5012/5023/ 5035/5047 |5058/ 5070/5082 /5093/5105)5117) 1/2)+)5)6) 7) 8) 9j11 
°71|5129|5140/5152|5164/5 176)5188|5200}5212/5224/523€] 1|2)4)5)6) 7) 810/11 
*72|5248| 5260) 5272|5284|5297/5309)}5321/5333/5346)5358] 1)}2|4|5)6) 7) 9/10/11 
*73|5370|5383)|5395| 5408) 5420] 5433)/5445/5458/5470| 5483] 1|3|4/5)6) 8) 9/10j11 
74/5495) 5508) 5521|5534|5546| 5559/5572|5585/5598| 5610) 1|3|4)5)6) 8) 9/10/12 






























































In this case the first two figures are -72, and therefore -72 is 
found in this column. Opposite to this number are ten columns, 
headed O to 9 inclusive, and in the column headed 5, the next 
digit in the mantissa which has to be converted, is a number, 5309. 
On the extreme right are nine columns, headed “differences,” 
and numbered 1 to 9 inclusive. In the required column, which 
is indicated by the last digit in the mantissa, in this case column 2 
and directly opposite to the figure last ascertained, viz., 5309, 
is found the difference 2. This difference 2 is added to -5309, 
and the total, 5311, represents the first four figures of the 
answer. 

Regard must now be given to the characteristic, which is 1, 
and applying the rule, vide supra, the answer equals 53-11. 

If the fourth figure in the mantissa is zero, no difference is taken 
into consideration. 
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Example (1) 
What is the percentage of gross profit of £21,546 on sales of 
£86,754? 


- 21546 & 100 
ll 
86754 
log. Y = log. 21546 + log. 100 — log. 86754 
= 4°3334 + 2:0000 — 4:9383 
= 1-3951 
% = 24°84 


Arithmetically % = 24-836; error, -004%. 


Example (2) 

What will £500 at 34% per annum amount to in 5 years’ 
compound interest ? 

Using the formula A = PR*, where A = the amount required, 
P = the principal, R =the amount £1 will amount to at the end 


of 1 year at rate of interest specified, and n= the number of 
years. 
; ~- As BO X (1:055)° 
log. A = log. 500 + 5 log. 1-035 

» = 26990 + (5 x 0:0149) 

» = 2:6990 + 0-0745 

» wad 

A = 593-6 
= £593/12/-. 


Arithmetically amount = £593/16/10; error, 4/10. 


It is thus seen how useful logarithm tables can be and how 
simple they are to use. Logarithms also reduce to a very great 
extent the amount of work involved in making complicated cal- 
culations. These tables make large calculations much simpler 
and decrease the possibilities of error. Although they may not 
give an exactly accurate answer, the discrepancy between calcula- 
tions made by logarithm tables and those made arithmetically is 
so small that it is negligible. 





Taxation Section 


Epitep sy J. A. L. GuNN, F.L.C.A. 





CoMPENSATION Pap By AUDITOR TO CLIENT 

A subscriber to the journal has asked whether an auditor is 
entitled to a deduction under the Commonwealth and State Acts 
in respect of a sum paid by him to a client as compensation for 
negligence in failing to detect certain defalcations on the part of 
an employee of the client. 

Under the previous Commonwealth Act, the Board of Review 
gave the following decisions: 
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Auditor. A loss was sustained by an auditor in having to pay 
compensation to a client whose audit was carried out by the 
auditor’s clerk in a negligent manner. Held (by majority), claim 
disallowed (1929) Vol. 3 Cas. 44. 

Quantity Surveyor. A firm of quantity surveyors made certain 
calculations as a result of which a contract was entered into by 
a client. An error was subsequently discovered in the firm’s calcu- 
lations, and a claim was admitted and paid by the firm covering the 
loss sustained by the client. Held (by majority), claim allowed 
(1931) Vol. 3 Cas. 73. One of the members said: “The evidence 
adduced at the hearing made it clear that the taxpayer derived 
assessable income from not only making the quantity surveys for 
his client but also for guaranteeing their accuracy.” Apparently 
the case of the quantity surveyor was distinguished from that of 
the auditor, because of the guarantee involved. 

I do not think there is the slightest doubt that the loss sustained 
by the auditor is an allowable deduction under S. 51 of the present 
Commonwealth Act and the corresponding provisions of the State 


Acts as being a loss “incurred in carrying on a business for the 
purpose of gaining or producing” assessable income. It is certainly § 





not a loss of a capital, private or domestic nature. It was a loss 


really incidental to his profession as auditor and fell upon him in J 
his character of auditor, cf. Strong & Co. v. Woodifield (1906) & 


ee re tee 
BSW 


5 Tax Cas. 215. See also the extracts from the judgment of Gavan Fr 
Duffy C.J. and Dixon J. in The Herald and Weekly Times Ltd. © 


v. F.C. of T. (1932) 48 C.L.R. 113, quoted in the May, 1938, issue 2 


of the journal at p. 263, and my comment on those extracts which 
appears thereunder. 

With regard to the position of the auditor, the following extract 
from the judgment of Finlay J., at p. 471, is of interest: “I put 
to Mr. Talbot, who so skilfully argued the case for Lord Penrhyn, 
the question whether the £5,000-odd paid by the chartered accoun- 
tants would form—except so far as it was covered by insurance— 
a good deduction from their profits, and he frankly said, as | 
anticipated indeed that he would, that certainly it would form a 
good deduction, simply because it was an outgoing of the business. 
lt seems to me that, looking at it from the point of view of the 
recipient, it is equally a business receipt, something which comes 


in in the course of the business. ... Looked at from the point of 


view of the chartered accountants and that of Lord Penrhyn, it 
seems to me that, as the sum is an outging of the chartered accoun- 
tants, so, looking at it from the other side, it is a receipt on the 
part of Lord Penrhyn.” 


REMUNERATION OF DIRECTORS 
The following is a summary of the decisions of the Board of 
Review regarding remuneration of directors reported in Volume 7 
of the Board’s decisions: 
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Case 


No. 


THE AUSTRALIAN 


Particulars of Company by 
Taxpayer 
Company’s two directors were: 

A (Governing Director) £ 
Year ended June 30, 1930 .. 1750 
Year ended June 30, 1931 .. 1500 

B (Son of A) 

Year ended June 30, 1930 .. 500 
Year ended June 30, 1931 .. 500 
In prior years main business of com- 

pany was speculative building, but 

with advent of depression, directors 
explored other possible activities. In 
September, 1929, company bought 
number of suburban cottages in bad 
repair. After repairs, some of cot- 

tages exchanged for other rent-pro- 
ducing property, remainder for farm 

land. Upon this and other land pur- 
chased company carried on dairying 
operations. Although bulk of income 
derived from rents, directors spent 
considerable time and labour in ex- 
ploring other profit-making possibili- 

ties. 

Shares in company owned equally by 

A (the manager) and his mother, 

who were also directors. Hotel busi- 

ness conducted by company under A’s 
skilled management. 

Year ended June 30, 1933 .. .. .. . 1040 
Year ended June 30, 1934 .. .. .. . 1560 
There was a corresponding adjust- 

ment for 1934-35, in which property 

was sold after 10 weeks’ trading. 

Company had three directors, all of 
whom were constantly engaged in its 
business. Directors were the only 
shareholders. Business was that of 
manufacturing and retailing certain 
goods. Company employed about 409 
workroom staff and 160 sales and 
office staff. 

Year ended June 30, 1931: 

Weekly salaries .. .. 2142 

Annual salaries .. 1560 

Directors’ fees .. 4500 

Bonuses .. 8760 
Year ended June 30, 1932: 

Weekly salaries .. .. 2106 

Annual salaries .. 1560 

Directors’ fees .. 4500 

Bonuses .. . 6786 


Extract from Board’s decision : “The 
company’s success is due to the tech- 
nical and managerial efficiency of its 
three directors, and the fact that they 
exercise close and constant supervi- 
sion over all its branches. In these 
circumstances, it seems only reason- 


Claimed Allowed by 
Commis- 
sioner 


ACCOUNTANT 


£ 
250 
250 


200 
104 


750 
750 


2142 
1560 
4500 

Nil 


2106 
1560 
4500 
Nil 


111 





Allowed 
by Board 


£ 
500 
500 


200 
104 


1040 
1040 


2142 
1560 
4500 
4380 


2106 
1560 
4500 
3393 
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No. 


31 


32 








THE AUSTRALIAN 


Particulars of Company 


Taxpayer 


able that the directors, as well as the 
employees, should be rewarded with 
bonuses for special and successful 
efforts in any trading period. Such 
rewards, although they cannot well 
be determined until the results are 
known, do relate to the particular 
trading period concerned, even though 
not determined until some time after 
it has ended.” 
Manufacturing company which sells 
its product only to a distributing com- 
pany. Both companies have the same 
shareholders and directors. Director 
A, in full charge of technical side, 
and evidence of ability convincing; 
director B acts as secretary and ac- 
countant. 
PY. 

Year ended June 30, 1933 .. 

Year ended June 30, 1934 .. 


B: 
Year ended June 30, 1933 .. 
Year ended June 30, 1934 .. .. .. 

Extract from  Board’s_ decision: 
“These amounts, representing a total 
remuneration of £1400 for the year, 
still leave a substantial balance as the 
return on the company’s capital, but 
it must not be overlooked that, in the 
case of a business which has to cope 
with unusual conditions, a high return 
is generally expected by the share- 
holders.” 

Shares in company held by X (man- 

aging director) and his wife, who was 

the other director. At first, company 
had sub-agency for important elec- 
trical product for limited area. In 

September, 1934, company obtained 

agency for whole of State. Prior to 

July, 1934, X was paid £620 per 

annum. At annual genera: meeting in 

August, 1934, salary of X fixed at 

£1000 per annum, from July 1, 1934. 

For year ended June 30, 1935, X was, 

however, paid at rate of £20 per week 

= £1040, and this sum was claimed 
as a deduction by company .. 

Extract from majority decision : 

“Judged by results, the additional re- 

muneration to the managing director 

appears to have been fully warranted. 

It is in the company’s favour that the 

increased salary was voted within two 

months after the commencement of 
the year.” 
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Claimed Allowed by 
by Commis- 
sioner 


Allowed 
by Board 


1400 
1400 


850 
850 


1000 
1000 


700 250 


250 


400 
400 


1000 
(by 
majority) 
850 


1040 624 


(by 
dissentient 
member) 
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33. Assets of company comprised of 
hotel and two blocks of flats. Income 
derived entirely from rents. Shares 
owned by A (governing director) 
and her three sons, B. C. and D. A 
in full control of policy. She pre- 
sided at meetings and signed cheques. 
B arranged tenancies, turned lights 
on and off, and, with assistance of C, 
attended to gardening, repairs, etc. B 
usually collected rents, but in his ab- 
sence this duty fell on C. D was 
secretary of company. Minutes of 
meeting held on August 8, 1934, 
showed that remuneration of A, which 
had previously been £10 per week, 
was increased to £1000 per annum, 
while remuneration of each of other 
three directors fixed at £500 per 
annum. Board formed opinion that 
services rendered by B and C were 
not of highly skilled nature and that 
they would be reasonably remunerated 
at £5 and £4 per week respectively 
from August 8, 1934, the date on 
which company decided that B, C and 
D were entitled to payment, being 38 
weeks to April 30, 1935 (end of com- 
pany’s financial year). 


| a ee 130 130 
a a eer eee a 52 190 
En eee ee eer ae ae 52 152 
ae 370 52 52 


Loss ON Property ACQUIRED FOR PROFIT-MAKING 


Prior to 1926 the taxpayer was for some years the owner of 
certain properties in Cleveland Street, and in Glenmore Road, 
Sydney. About 1926, she claimed that she determined to become 
a dealer in real estate and set out to purchase properties with a 
view to resale at a profit. She bought three properties in Bayswater 
Road and a block of flats off Bayswater Road, Sydney, only a 
small proportion of the purchase price for the flats being paid in 
cash. She subsequently sold the Cleveland Street and Glenmore 
Road properties for the purpose, in the opinion of the Court, of 
financing the purchase of the flats, which at the time of purchase 
were yielding a handsome return on the amount outlaid in cash 
by the taxpayer. Shortly after the purchase of the properties, there 
was an appreciable decrease in their market value, but not, in the 
opinion of the Court, to anything like the extent claimed by the 
taxpayer. Held on the facts that the taxpayer was not a specu- 
lator in the real property market, or a trader or dealer in real 
estate, and that the claim for deduction of loss on the flats and 
Bayswater Road properties was not properly allowable. [Opit v. 
Commissioner of Taxation (N.S.W.) (1938) 1 A.I.T.R. 258.] 


Cc 
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“The conclusion I draw from the evidence is that she had made 


what she thought was a particularly good investment, but she was & 


willing to take the immediate profit on the purchase if a suitable 


offer were made. In all the circumsances, I have come to the con- § 
clusion that it never struck Mrs. Opit that she was altering the 


whole nature of her property holding, and that the claim that she 


was a dealer is a pure afterthought, and probably never occurred & 


to her until many years later.” Per Halse Rogers J., at p. 264. 


CLass OF INCOME TO WHICH INTEREST BELONGS 
A retired pastoralist claimed that interest amounting to £1,1% 


received by him during year ended June 30, 1935, should be [ 


assessed as income from personal exertion on the ground that his 
principal business consisted of the lending of money. The money, 
which exceeded £17,000, was lent on the security of farms, houses, 
hotel leases, furniture, live stock, plant, etc. The greater part of 
the taxpayer’s time was devoted to matters connected with money 
lending. During the first half of the income year he owned a 
cattle property (200 miles from his residence), on which he em- 
ployed a manager. From time to time, on account of the slump in 
prices, he tried to sell this property, but it remained on his hands 
until July, 1935, when he received a dairy farm as part considera- 
tion for the sale thereof, the balance being a cash payment. The 
taxpayer was not registered as a money lender until 1937. It was 
held by the Board of Review that the taxpayer’s principal business 
during the year ended June 30, 1935, consisted of the lending of 
money, and that of the £1,190 interest received by him, the sum 
of £626 was derived from that business and was therefore income 
from personal exertion, but that the balance of £564 represented 
interest, not on money lent, but on purchase money in respect of 
properties sold by the taxpayer in prior years, and therefore such 
balance of £564 was income from property. (1937) 7 C.T.BR. 
Cas. 48. 


PRIVATE COMPANIES 


Interposition of Companies, Trustees and Partnerships.—The 
distributable income of private company “A” for the year ended 
June 30, 1935, was £3,001. A sufficient distribution was £2,000. 
The company distributed £1,610 so that the undistributed amount 
was £390. The company was assessed to additional tax. All the 
shares in company “A” were beneficially held by company “X.” 
The profit and loss account of company “X” for the year ended 
June 30, 1935, showed a loss of £425, so that even if it had received 
the undistributed amount of £390 as a dividend from company “A,” 
there would still have been a loss. The company claimed that the 
section (now 105) could apply only where it would have been 
possible for the interposed company to distribute profits by way 
of dividend to its shareholders. It was pointed out that no addi- 
tional tax would have been payable in respect of the £390 if it had, 
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in fact, been distributed as a dividend to the “X” company. The 
Board of Review disallowed the company’s claim [(1937) 7 
C.T.B.R. Cas. 14]. The following is an extract from the Board’s 
decision: “In our opinion, the intention of the Act is that where 
any company, trustee or partnership is interposed between the 
private company which has not made a sufficient distribution and 
the individuals who would have received the relative parts of the 
undistributed amount, the financial position of the interposed com- 
pany, trustee or partnership should be regarded as immaterial. The 
Act, we think, intends that the undistributed amount should be 
followed through to the individuals who would notionally have 
received ‘relative parts’ if there had been successive distributions.” 
INCOME ON WHICH NEw SoutH Wa tes Waces Tax Is PAYABLE 

Employees Engaged in Shearing Industry—The New South 
Wales Commissioner has issued tax tables showing the amount 
of wages tax to be deducted, on and after July 1, 1938, from 
amounts payable to employees, without dependants, engaged in 
the shearing industry. Separate tables are given for “found” 
employees and “not found” employees, and all adjustments for 
keep and expenses have been made therein, but the appropriate 
deductions will require to be made where a claim is made for 
dependants, in respect of which a rebate table is provided. Copies 
of these tables can be obtained on application to the New South 
Wales Department. 


TRADING RECEIPTS 


The text of this article is: The quality and nature of a receipt 
for income tax purposes is fixed once and for all when it is re- 
ceived (1938) 3 All E.R., per the Master of the Rolls, at p. 302. 

This proposition may be illustrated by the following decision of 
the House of Lords: In British Mexican Petroleum Co. v. Jack- 
son; same v. I.R. Comrs. (1931-32) 16 Tax Cas. 570, the appellant 
company entered into a contract with an oil-producing company 
for the purchase of petroleum for a minimum period of 20 years. 
The appellant company was adversely affected by the slump in 
the petroleum business in 1921 and was unable to meet its liability 
under the contract for oil supplied. Accounts of the appellant 
company’s business were made up for the year ended June 30, 
1921, and for the eighteen months ended December 31, 1922. At 
June 30, 1921, the agreed amount owing to the oil-producing com- 
pany under the contract was £1,073,281; at September 30, 1921, 
the amount was £1,270,232. Under the terms of an agreement 
dated November 25, 1921, the appellant company paid to the pro- 
ducing company the sum of £325,000 and was released by the 
producing company from its liability to pay the balance remaining 
due, viz., £945,232. The amount so released appeared in the 
appellant company’s balance sheet at December 31, 1922, as a 
separate item under the heading of “Reserve.” The Crown con- 
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tended that the amount released should be brought into account in 
computing the appellant company’s profits for purposes of English 
Income Tax and Corporation Profits Tax either in the accounts 
for the 18 months to December 31, 1922, or, alternatively, in the 
account for the year to June 30, 1921, that account being re-opened 
for the purpose. The Special Commissioners held that the amount 
released should be brought into the profit and loss account of the 
company for the 18 months to December 31, 1922. On appeal to 
the House of Lords, it was held that the amount remitted should 
not be included as a receipt in the account for 18 months to Decem- 
ber 31, 1922, and that the account for the year to June 30, 1921, 
should not be re-opened and adjusted by reference to the remission, 

It will thus be seen that the amount of a debt which, in a subse- 
quent year is remitted by a creditor, is not a trading receipt for 
income tax purposes. When goods are purchased, the cost price of 
the goods is a proper debit in calculating the profits of the trade, the 
corresponding credit being reflected in either the sales or the 
closing stock. The goods at the time of receipt carried a liability 
to pay for them; they were not “free,” and they could not by some 
subsequent operation, ex post facto, be turned into a trading 
receipt either at the date of receipt of the goods or at the date of 
the subsequent operation. 

This view might appear to conflict with the decision of the Privy 
Council in Melbourne Trust Lid. v. C. of T. (1914) A.C. 1001, 
but on a close examination of this case, there is no conflict. The 
Melbourne Trust case was one in which an assets realisation com- 
pany had been formed to take over, nurse, develop, and realise 
the assets of three other companies. That was its business. Every 
sum which that company received when it sold an asset was a 
receipt in the matter of its trade. In other words, it was a com- 
pany which was trading in those assets. The assets were its stock- 
in-trade, and, when it sold an asset, the sum which it received in 
respect of the asset was, at the moment of receipi, a trading receipt 
without any possibility of question. The only difficulty which 
occurred was one which to a certain extent arose through the fact 
that the company had assets in various parts of the Common- 
wealth, and the case arose under the Income Tax Act of one par- 
ticular State in which some of the assets were situated. The com- 
pany had sold an asset situated in that State, and the question 
was the profit in respect of which it was assessable under the State 
income tax law. It was impossible to say that the company had 
made a profit merely by selling one asset unless a valuation of 
the other assets was made. It is quite obvious that, in a case of 
that kind, to treat the proceeds of one sale as a profit, without 
taking into account the value of the other assets, would have been 
wrong. What the company had done, however, was that it had 
in point of fact decided that it could make a dividend distribution, 
and, by reason of the circumstances, it became possible to say, 
without the necessity of a valuation, that the company had, by its 
own actions, made it clear that, according to its judgment, it had 
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made a profit, because it was distributing a profit to its share- 
holders. Accordingly, up to the amount of that profit, it was 
treated as having made a profit in that State for that year. 

The decision in the Melbourne Trust case merely means not that 
a receipt which in the first instance was not a trading receipt had 
become a trading receipt by some subsequent process, but simply 
that what was a gross trading receipt at the first had been examined 
by the company with reference to the rest of its trading, and the 
company, as a result of that examination, had decided that part 
of that receipt could be treated as a profit. 

In the March, 1938, issue of the journal, the decision of the 
English High Court in Morley v. Tattersall (1937) 4 All E.R. 
339 was discussed. In that case, a firm of auctioneers, by their 
conditions of sale, provided that vendors should receive the pur- 
chase money on the Monday week following the sale, and that no 
money would be paid or remittance sent by post without a written 
order. As a result of the operation of these conditions, large sums 
of money from time to time remained unclaimed in the hands of 
the firm. Upon the admission of a partner in 1922, £13,022 in 
respect of unclaimed balances for years prior to 1908 was trans- 
ferred to the capital account of the old partner; and in 1935, upon 
the admission of a further partner, £10,406 in respect of unclaimed 
balances between 1922 and 1928 was transferred partly to the 
current accounts and partly to the capital accounts of the former 
partners. A partnership deed in 1936 provided that such liability 
as subsisted in respect of these sums should be assumed by the 
partnership, that such unclaimed balances as first arose six years 
before the taking of each annual account should be transferred at 
such account to the credit of the partners in accordance with their 
shares in the partnership, that all liability in respect thereof should 
be borne by the partnership, but that the liability of the partner- 
ship should not appear in the annual general accounts. Lawrence 
J. held that the unclaimed balances so received were trading receipts 
when distributed to the partners, and were liable to income tax as 
such; and that any payment made in respect of an unclaimed 
balance should be treated as a proper debit against the profits of 
the year in which it was made. 

As pointed out in the March journal, at p. 90, the position of 
unclaimed balances appeared to be dependent upon the method of 
treatment adopted with regard to them. So long as they were kept 
in a suspense account no question of income tax arose. If, how- 
ever, they were credited to the partners, they would, according to 
the above decision, then attract income tax, although they might 
have to be repaid. 

This decision appeared to the present writer to be in direct con- 
flict with the decision of the House of Lords in the British Mexican 
Petroleum case, supra. That is to say, where a liability which has 
properly entered into accounts in a previous year is released by the 
creditor in a subsequent year, i.e., the debt is free, that does not 
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justify either re-opening the accounts for the previous year or 
treating that release as creating a trading receipt in the year in 
which it took place (the Petroleum case) ; yet, according to Tatter- | 
sall’s case, when partners treat as free a debt which is not free, it | 
is a trading receipt! Happily, the decision of Lawrence J. was 
reversed by the English Court of Appeal in May, 1938 (3 AIER & 
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296). The Court of Appeal held that the unclaimed balances had & 
not by the terms of the partnership deed and the preparation of 
accounts in accordance therewith become trading receipts, and 
were not assessable to income tax. “All that they (the partners) 
did, as I have already pointed out, was to write down a liability in 
their balance sheet, and how by affecting that operation it can 
be said that a sum received years ago has been converted into 
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something which it never was is a thing which, with all respect, By 
passes my comprehension,” per the Master of the Rolls, at p. 302. vy 
Cosi sia. ep 


TRADING STOCK 


n 
The text of this article is: The stock bug will get you if you don’t Ff 
watch out. 0 
Section 31 of the Commonwealth Income Tax Assessment Act f) a 
1936-37, and the corresponding provisions of the State Acts, pro- p 
vide that the value of each article of trading stock (not being live F) 2 
stock) to be taken into account at the end of the year of income | 
shall be at the option of the taxpayer, its cost price, or market sell- FW 
ing value, or the price at which it can be replaced. » ti 


The above provision permits of the employment of the Golden § d 
Rule, namely, each article can be valued at the lower of cost or > 








market. 2 
The provision does not permit any of the following: j D 
(a) The omission of any article of trading stock which Ft 
possesses any market value; i th 
(b) a percentage reduction of the total value of trading stock,  ? 
even where a fall in prices in the next financial year is de 
threatened. Bi 
Each article must be valued at its actual cost price, or its market | ‘ 
selling value on the last day of the year of income, or the price F ¢, 
at which it can be replaced on the last day of the year of income. FF fy, 
It is generally believed that the Commonwealth and State income pr 
tax authorities are not disposed to enquire very closely into the FF)  ¢¢ 
basis of valuation adopted by the taxpayer. That belief must now fur 
be dispelled by Case No. 1 of the recently published Volume 7 of © 4, 
the decisions of the Commonwealth Income Tax Board of Review: Fw 
The dispute in that case related to the value of a company’s trading F) ot 
stock at the end of each of the eight years from May 1, 1926, to jy, 
April 30, 1934. The Commissioner formed the opinion that the F tig 
trading stock in 1934 had been undervalued by £11,960. The 3 
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ar or company handled tens of thousands of articles. The Department 
ar in tendered evidence to show the percentage by which the cost price 
atter- of the stock had been written down in four of the trading periods 
ree, it concerned. Experts in other businesses of a similar nature said 
. was [i they did not work on averages or percentages. What they did was 
E.R. to value the lines which called for a writing down. They worked 
s had § on actual values and the result was that the market selling value 
on of ™ of all closing stock was found, on the average, to be not less than 
, and § 20 per cent. below actual cost. For 1928, the company’s valuation 
ners) fe was 21:2 per cent. below cost, and for 1929, 27-7 per cent. The 


ity in § company’s removal to new premises in 1929 permitted a much 
t can / closer scrutiny of the stock than had been possible previously, 
into # with a consequent heavier writing down. The percentages of 
spect, writing down in 1927, 1930 and 1931 were not shown, but there 
_ 302. was nothing to suggest that the average for any of those years was 
greater than the average for 1928 (21:2 per cent.), and that 
figure was little more than the minimum writing-down which 
independent and experienced witnesses considered necessary. A 
majority of the Board came to the conclusion that there was room 
don’t for doubt as to whether an avoidance of tax occurred in respect 
© ofeach or any of the five years up to 1931. If, however, there was 
- Act § an avoidance it was not considered to be due to evasion. The com- 
pro- | pany therefore succeeded in its claims for 1927, 1928, 1929, 1930 
: live rf and 1931. 

come | With regard to the last three years the point to be determined 
sell. § was whether there was an omission of assessable income, irrespec- 
© tive of any question of evasion. In 1932, stock values were written 
= down by an average of 28-4 per cent. below cost, and in 1934, 
by 25-8 per cent., and the Board came to the conclusion that this 
action on the company’s part called for a more satisfactory expla- 
nation than had been given. Although its officers were aware that 
Departmental inquiries had commenced, they gave little assistance 


Stat shai 





»Iden 
st or 





shich 


to the Department, and apparently did not retain the records of 
the 1934 stock-taking, the absence of which left the Board with 
tock, practically nothing but generalisations to justify the heavy writing 
ar is down. The Board therefore took the view that as regards 1932, 


1933 and 1934, the company had not discharged the onus of show- 
vet 8 that the assessments were incorrect. As to the additional tax 
ket | imposed, there had already been a substantial remission by the 





pric€ © Commissioner, and the Board did not see adequate reason for 
i. § further remission. A point arises: What is the position regarding 
ome § private company tax where at the moment of valuation market 
) the © selling value exceeds cost price, but prices are likely in the near 
noW & future to take a sharp downward trend? There is no relief under 
7 of © the Commonwealth Act. Section 140 (1) (b) of the New South 
iw: & Wales Act provides that the Commissioner, in addition to any 
ding » other facts which he may consider in ascertaining the distributable 


», 10 ES income of a private company, shall, inter alia, take into considera- 
The | tion the fact of the resention by the company of taxable income to 
€ © meet losses which the directors considered certain (i.e., at the time 
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the income was retained; not at balance date) to arise during 
subsequent years. The directors’ consideration must be bona fide 
and should be evidenced by a minute. 

P.S.: The above note was written before I had read Mr. Fitz- 
gerald’s excellent article, “Balance Sheet Problems—The Valua- 
tion of Stocks on Hand,” which appeared in the August issue of 
this journal. Whilst the able and clearly expressed arguments 
contained in Mr. Fitzgerald’s article must command the serious 
attention of the business community, I do not think they are likely 
to make a strong appeal to the taxation authorities. 

First of all, the increased income tax is partly necessary. Ina 
period of rising prices, costs of government also increase. In the 
example quoted by Mr. Fitzgerald, wholesale and retail prices 
have increased by one-third, and in the case of retail prices probably 
more. This means that the Commonwealth and State Governments 
will have to pay more for goods and services; in the case of goods, 
they will probably pay even more than one-third extra; in the case 
of services, certainly less than one-third more. It will be remem- 
bered that income tax is normally collected about nine or ten 
months after the close of the income year. If costs continue to 
soar, governments will have to pay even higher prices than those 
ruling at the close of the income year. With regard to services, 
however, the time lag in wages will be of considerable benefit to 
governments ; so also will the fact that even if interest rates harden, 
this will affect only new and renewed loans. These last two advan- 
tages will outweigh the disadvantages first mentioned, so that the 
increase in costs of government will be less than one-third. It is 
for this reason, coupled with the fact that less will have to be 
found for unemployment relief, that entrepreneurs and govern- 
ments benefit, in the short run at least—in other words, while the 
fun lasts—by these windfall profits. Nevertheless, some cash in- 
crease in taxation is necessary. As Mr. Fitzgerald rightly points 
out, selling prices will, in practice, probably rise more rapidly than 
costs, and it is upon the “profiteers” that the increased taxation 
should fall. They are soaking the public; let the governments soak 
them on their “unrealisable” increment. 

Secondly, the increase in taxation is desirable. I agree that many 
“business men make their decisions as though fictitious inventory 
gains . . . were expendable.” Increased taxation during a period 
of windfall profits tends to have a useful flattening effect on the 
“waves of optimism . . . amongst business men.” 

The last-in first-out basis of valuation is well illustrated by the 
following simplified transactions of a Unit Trust. The trust's 
initial outlay is on two units which cost, say, £6,000. Almost 
coincident with the sale of sub-units, the trust buys further under- 
lying securities to form a third unit as the first is sold, and so on. 
The sale price of the sub-units is the value of the underlying 
securities, plus a service charge. The service charge can be trans- 
ferred direct to revenue account, and is thus eliminated from the 
following calculations : 
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Purchases Sales 
bie ate: em, £6,100 
(N.B.: Between the date of purchase and 

date of sale the price has risen.) 


Initial outlay (2 units) .. .. . 


EL 64 iy «i ay od eee cs oe Ge 6,150 
SED a'<! no 46 “es be Se s 6,150 6,050 
Fourth period to balance day .. .. .. .. 6,050 


If we adopt the last-in first-out basis, the trading account will 
be: 














Commencing Stock .. £6,000 Sales... .... .. . £18,300 
Purchases .. .. .. .. 18,300 Closing Stock .. .. 6,050 
i cs es aw ee te 50 

£24,350 £24,350 
If we adopt the last-in first-out basis, the trading account will 

be: 

Commencing Stock .. £46,000 Sales .. .. .. .. £18,300 
Purchases . .. .. .. 18,300 Closing Stock .. .. 6,000 
Se be is 6s 6 Ms Nil 








£24,300 £24,300 








In other words, you buy (i.e., replace) what you sell, you do 
not sell what you buy. 

Naturally, as a bookkeeper representing the views of 99:99% 
of the practising tradesmen, I adhere to the “golden rule.” As a 
budding accountant, I am impressed with the second method. I 
am still more impressed with the arguments of Messrs. McKinsey 
and Meech, and Mr. Peloubet. The initial outlay (which, in the 
above example, is also the normal stock) might well be treated as 
a fixed asset : 








Opening Stock .. .. Nil ee -adices. ax «oe 
Purchases . .. .. .. £18,300 Closing Stock .. .. Nil 
i SS thd aah igi Nil 

£18,300 £18,300 








Any variations between purchases and sales are accounted for 
by the fact that in practice the purchase of underlying securities to 
replace sales is not exactly coincident with the sale of sub-units. 

The initial stock of £6,000 will appear in the balance sheet as a 
fixed asset, and will remain at cost, except that where there is a 
“fallen” market, a reserve can be made out of current profits to 
meet the estimated loss. 

If, at balance date, more than normal stock is held, the increase 
will be valued at the lower cost or market. When the trust is filled, 
the normal stock will be transferred to the debit of trading account 
at cost, or, if a reserve for loss has been created, then at the dif- 
ference between cost and the amount of such reserve. 
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The Examination of the Balance Sheet 
and Accompanying Documents 
By E. S. FREEMAN, B.COM., A.F.I.A. 


It is essential when reading an article to approach it from the 
point of view of the writer, remembering throughout, the object 
in view, and consequently the limitations so imposed on the scope 
of the treatise. From the outset it must be realized that the 
object of this paper is the examination of the balance sheet and 
its accompanying documents from the point of view of a creditor 
or possible future creditor. | Consequently, such aspects as the 
liability to shareholders, and the net assets value per share, will 
not be touched upon, nor will any other aspect not relating directly 
or indirectly to the enquiries which a creditor, or possible future 
creditor, would normally make into the financial affairs of a busi- 
ness which is at present, or may in the future, become, his debtor. 

First and foremost, the balance sheet is not the place to look 
for the profits of an enterprise. It is a statement of its assets 
and liabilities, and must be read in conjunction with the accom- 
panying Trading and Profit and Loss Accounts (if these latter are 
presented) and with the auditor’s report to the shareholders, com- 
monly called his certificate, and his report to the management, if 
presented, and also with any report of the directors if the concern 
be a company. 

While all smaller companies and private firms or sole traders will 
present detailed balance sheets and Trading and Profit and Loss 
Accounts made up in detail from the books of the enterprise, those 
larger public companies with a great number of shareholders will, 
in all probability, present only a printed balance sheet in which 
tens of thousands of pounds’ worth of assets will be lumped, thus 
rendering it impossible to state at what actual figure each asset 
appears in the books of the company, accompanied by a Profit 
and Loss Appropriation Account and/or a Statement of Affairs 
in which the directors will point out any happenings of interest 
over the term covered by the accounts, and make any suggestions 
they consider suitable as to the disposal of the profit from trading 
Such balance sheets are, as a result, more difficult of analysis 
than the detailed balance sheet, and the treatment of them will be 
dealt with after that of the detailed balance sheet of the private 
company or sole trader. 

As has been said, the detailed balance sheet is made up in detail 
from the books of the concern, and will be accompanied by a de- 
tailed Trading and Profit and Loss Account, and should be accom- 
panied by the auditor’s report to the management, which is, in 
fact, a complete survey of the trading affairs of the concern for 
the period covered by the accounts under consideration, and 
throws light on facts which no examination of the balance sheet, 
however critical, can disclose. The auditor’s report to the share- 
holders which will also accompany the balance sheet will report 
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in the required form on such matters as are required by the Act 
under which the company is registered, and will specify any points 
on which he has not been satisfied in his examination of the 
accounts of the enterprise. Before the balance sheet can be effec- 
tively examined, it is absolutely essential that the profits state- 
ment and auditor’s reports, together with any reports of the 
directors or proprietors of the concern, should be carefully studied. 
Moreover, the Trading and Profit and Loss Accounts must be 
studied to see that no item appears in one which should be in the 
other, as this may affect the whole aspect of the analysis of both 
the trading and the financial position. 

In any examination of balance sheet figures, the values of the 
various items set out must be viewed in their relations to other 
items, for it is on the relative values of the various items of assets 
and liabilities, one to the other, that a useful and telli ng criticism 
of balance sheet figures is made. 

There are three “classes of relationship of primary importance, 
viz. : — 

(1) Those relating to the trading position. 
(2) Those relating to the financial position. 
(3) Those relating to profits and capital. 


The first of these will be dealt with in detail, the second, in so 
far as it concerns the liability to shareholders, will be ignored, 
and the third, while it will receive some slight separate mention, 
will make its appearance more or less directly throughout the 
aper. 

The analysis of the trading position of an enterprise can be 
divided into four phases of enquiry, viz. :— 
(a) The relationship of Gross Profits to Turnover. 
(b) The Rate of Stock Turnover. 
(c) The relationship of Debtors to Turnover. 
(d) The relationship of Capital to Turnover. 
Gross Profit 100 


h i ] eo ee iv - 
The mathematical formula tern x T Sives the per 


centage of Gross Profit to Turnover. The item, Gross Profit, 
will be obtained from the Trading Account, and here will be seen 
how necessary it is that no item should be included in or excluded 
from the Trading Account and wrongly omitted from or included 
in the Profit and Loss Account. Ordinarily the value of Turn- 
over is net sales, i.e., gross sales less sales returns, but when 
Work in Progress appears in the Trading Account, that at the 
end of the period must be added to the net sales figure, and that 
at the beginning deducted, to give the correct Turnover figure. 
The following list of Standard Percentages of Gross Profit to 
Turnover set out by Mr. W. B. Synnott was published in Rydge’s 
Journal in 1935, and while it must be realized that special circum- 
stances may alter them considerably, they do provide a reason- 
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ably reliable guide for ordinary concerns trading in normal 
conditions. 


EO a Stationery .. .. .. .. 333-4% 
PROVISIONS .. ... <0 «s oc ae errr 
eT ac ae ‘ae so. <5 aa ee ee 
Confectionery .. .. .. 334-40% SO ee eee 
‘SOMRCOD 2. 2s 0s ce oe SOO Cash and Carry .. .. .. 18-20% 
Perfumery .. .. .. .. 40-50% Men’s Wear... .. .. .- .- 334% 
ee Sporting Goods.. .. .. .. 334% 
Restaurants .. .. .. .. .. W% Jewellery .. .. .. .. .. 333-50% 
Cutlery & Silver Plate 334-40% Furniture .. .. .. .. .. 333-50% 
China and Glass .. .. 334-40% i ee 
| er | a re 
Ironmongery .. .. .. .. .. 334% 


Generally speaking, if the percentage is much below these 
standard figures, it is an indication that there is‘bad buying, that 
selling prices are too low, or that stock or cash sales are being 
stolen, or of two or more of these avenues of loss. The Gross 
Profit rate should not vary much from year to year, even though 
sales vary considerably. 

But the percentage of gross profit on sales does not tell much 
unless there is some indication of how many times the profit can 
be realized on the investment in merchandise a year, therefore the 
Gross Profit percentage on sales must be considered in relation to 
the Rate of Stock Turnover. Excess stock, even apart from the 
possibility of loss through damage or through the stock becoming 
obsolete (a matter of the utmost importance in those businesses 
affected by seasonal or fashion changes) represents idle capital, 
costing the enterprise anything up to 64% or in some cases even 
more on the capital invested in this surplus stock. It shows a 
decidedly weak link in the buying phase of the concern. The 

Stock Used — 
Average Stock 6 
average stock (in the absence of any indication that there has 
been abnormal buying or selling of stock immediately prior to 
the presentation of accounts) is the average between the value 
of the stock on hand at the end of the period, and that at the 
beginning of the period. There is, however, an element of risk 
in taking end of the year figures in calculating average stock, due 
to the tendency in most concerns to reduce stock to a minimum 
about the balance date. Where there is evidence of such a state 
of affairs, due allowance must be made, otherwise the rate of 
turnover will be unduly high. Stock on hand at the beginning 
of the period, plus stock purchased during the period, less stock 
on hand at the end of ‘the period, gives the stock used. Wherever 
the stock on hand includes materials and stores held for manuw- 
facturing purposes as distinct from goods held for sale, the value 
of these items must be deducted from the total stock figures. A 
comparison of the actual Rate of Stock Turnover with recog- 
nised standard rates will indicate, if the figure be lower than the 


formula ives the Rate of Stock Turnover. The 
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standard rate, that excess stock is being carried. The following 
rates, also arrived at by Mr. Synnott, may be considered as 
reasonable standard rates, provided always that special circum- 
stances in relation to any particular business may cause variations 
from the rates given. 


RR id ah ig a an. ak a Electrical .. 12 
De .. << be at ce om ce Stationery .. .. .. 4 
ee Lae GONE Go kw tc ce sl | 
Confectionery .. .. .. .. .. 28 Ladies’ Handbags .. .. .. .. 44 
ER ee ae. asl AK aw om Ladies’ Hosiery .. 44 
SE 5 kk ne ak ek ke Men’s Wear .. faa 
Pharmacy .. c. o Sporting Goods .. .. .. .. .. 6 
DIRS is: es ne oke A Oe Jewellery .. 2 
Cutlery and Silver Plate .. 3 Furniture .. 24 
China and Glassware... .. .. 2% Wireless .. .. — 
DE 6. cs se ss oe Printing .. 12-20 


These two aspects of a business, the relationship of Gross 
Profit to Turnover and the Rate of Stock Turnover, are of vital 
importance, and comprise the key to the trading position of the 
business. A high rate of merchandise turnover, coupled with a 
short collection period for debtors’ accounts, is most desirable, 
and this leads to the next phase in the examination of the ac- 
counts. 

Debtors’ figures are, in fact, amounts included and taken credit 
for in sales and not yet collected in cash, and should bear the 
lowest possible proportion to sales: the smaller the proportion the 
less the likelihood of the business having to write off some of 
its debtors as bad. It is impossible to specify what amount of 
outstanding debtors could be considered as reasonable and correct 
in every case. Much depends on the terms of credit given, but 
it is essential to the good conduct of a business that its customers 
observe strictly the terms of credit granted to them. If the con- 
cern is one selling mainly on a credit as distinct from a cash sales 
basis, then by taking the percentage which the debtors in the 
balance sheet bears to the total sales for the year, and then taking 
that percentage of 12 months, the average period of each debtor’s 
outstanding account is arrived at. Where the business is one 
with large cash sales, the total amount of goods sold on credit 
must replace the figure of total sales. 

As the period of credit does not commence to run until the end 
of the month during which the goods are sold, some allowance 
must be made in arriving at what proportion of debtors’ accounts 
should be outstanding. Thus a firm granting 30 days’ credit may 
have some of its accounts actually outstanding 60 days. In the 
case of such a firm, under no circumstances should its total debtors 
be equal to more than two months’ sales, and the probability will 
be that they will equal something like 14 months’ sales if its credit 
terms are being observed by its customers. Similarly a firm grant- 
ing 60 days’ credit should not have outstanding debtors’ accounts 
equal to more than three months’ sales, while they should be in 
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the neighbourhood of 24 months’ sales, and a firm granting % 
days’ credit may expect a limit of four months’ sales with a prob. 
ability of about 34 months’ sales as the amount of its outstanding 
debtors. 

As an example of the foregoing, suppose that a firm granting 
30 days’ credit, whose total sales for the year (assuming, of course, 
that there have not been large cash sales) amount to £12,000, has 
outstanding debtors to the extent of £3,000 at the end of the year, 
— _ ill give the percentage of 
12,000 x i will give the percentage ot out- 
standing debtors, i.e., 25%. This percentage of the year, ie., j 
months, indicates that the average account is taking about 3 
months to collect instead of 14 to 2 months. This leads to the 
conclusion that the collecting methods need overhauling, that the 
granting of credit is carried out without due consideration of risk, 
or that the item, Debtors, in the balance sheet actually includes 
bad debts that should be written off, or debts that are doubtful 
and provision for which should be made. 

A comparison of the capital invested in a business with turnover 
gives nothing really definite from an accountancy point of view, 
although it may show whether or not the turnover is adequate to 
warrant any satisfactory return on the capital employed, and con- 
sequently whether the capital must be reduced and/or the turr- 
over increased. 

The relationship of net profit to turnover is, however, very 
important. Net profit is gross profit less the expenses of carry- 
ing on the business, and expenses should be looked upon as some- 
thing which runs away with the gross profit of the business. 
Many of the failures in business are due to a palpable lack of 
control over items of expense. The relationship which each item 
of expense bears to the turnover is important, and the examina- 
tion of whether a business is suffering from excessive expenses 
or not may be carried out as follows :— 


Then the formula 


(1) Examine the ordinary Profit and Loss Account of the 
concern. 

(2) Recast the items set out in such a manner as to group 
them in classes, supplying them with appropriate head- 
ings such as administrative, selling, financial, etc. 

(3) Calculate the percentage that each class bears to turn- 
over. 

(4) Calculate the percentage that each item of each class 
bears to turnover. 


From this analysis it is easy to see how the expenses of a busi- 
ness are made up and whether each is reasonable or not. 

The effect of large variations in the turnover on the percentage 
ratio of certain expenses must be noticed. While an increase or 
decrease in the volume of sales will tend to produce a correspond- 
ing increase or decrease in such selling and trade expenses as 
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salesmen’s wages, advertising, discounts, carriage, and the like, 
thus keeping the percentage figures more or less constant, there 
will be little, if any, corresponding movement in such expenses as 
directors’ fees, interest on overdraft (unless an additional over- 
draft is required to enable additional stock to be held or vice 
versa) depreciation of buildings, etc., which are more or less con- 
stant. Thus the percentage figure of these items will tend to 
rise or fall as turnover decreases or increases. Moreover, in the 
analysis of the Manufacturing Account section of the Profit and 
Loss Statement, the expenses concerned are not related to turn- 
over but to the total manufacturing costs. Consequently the per- 
centage calculation of each item of manufacturing expense must 
be made on the basis of total manufacturing cost. 

The general trend of expenses over a period of years can be 
seen by the preparation of a tabulated Profit and Loss Account 
from the statements of past years. The following example con- 
tains actual figures of an existing company for two consecutive 
years, and shows clearly the movement of expense figures. 


Manufacturing Account 




















Item This % Last % In- | %| De- | % 
Year Year crease crease 

Materials Used -- | 7741 | 75-35) 7470 | 77-46) 271 2-11 
Wages os .- |2457 | 23-91) 2094 | 21-71) 363 |2-20 
Light and Power .. 46 ) 42, 4 
Repairs = ve 15+ 23 8 
Plant Depreciation . . 15) *74, 15 *83 -09 
Total Manufacturin 

Cost a .. {10274 |100-0 | 9644 {100-0 | 630 





























Trading and Profit and Loss Accounts 








Item This | % | Last| % In- | %]| De- | % 
Year Year crease crease 
Sales .. re .. |16971 |100-0 |16092 |100-0 | 879 





Cost of Goods Sold 
Cost of Goods Manu- 














factured .. .- {10274 9644 
Special Writing Down 
of Stock .. es 502 357 
Decrease in Stock of 
Finished Goods .. 615 546 
Total Cost of Goods 
Sold a .. |11391 | 67-12)10547 | 65-55) 844 [1-57 
Gross Profit .. ais 5580 | 32-88) 5545 | 34-45) 35 1-57 
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Item This % Last % In- % | De- | % 
Year Year crease crease 

Selling and Distribu- 

tion Expenses 
Travelling .. ‘- 187 | 1-10 185 | 1-15 2 05 
Car Maintenance .. 69 -41 53 +33 16 -08 
Discount i ane 434 | 2-55 369 | 2-29 65 -26 
Commission .. as 558 | 3-29 507 | 3-15 51 -14 
Packing Materials .. 211 | 1-24] 258) 1-60 47 | :36 
Bad and Doubtful 

Debts me 170 | 1-01 270 | 1-68 100 | -67 
Carriage ae i 183 | 1-08 165 | 1-03 18 *05 
Depreciation of Car 50 -29 50 “31 “02 
Total oe -- | 1862 {10-97 | 1857 {11-54 5 51 
Administration Ex- 

penses 
Insurance .. “a 16 -09 28 -17 12 “08 
Printing and _ Sta- 

tionery o% 87 -51 133 -83 46 | -322 
Interest b a 66 -39 90 -56 24 ll 
Rent .. - fe 236 | 1-39 236 | 1-46 07 
General Expenses .. 273 | 1-61 225 | 1-40 48 21 
Office Salaries aa 297 | 1-75 327 | 2-03 30 | +28 
Depreciation Fixtures 

and Fittings ae 15 -09 19 -12 4 | -03 
Directors’ Salaries .. | 1514 | 8-92 | 1393 | 8-66 | 121 -26 
Total re .- | 2504 |14-75 | 2451 |15-23 53 “48 
Total All Expenses 4366 |25-72 | 4308 |26-77 58 1-05 
Net Profit .. -- | 1214 | 7-16 | 1237 | 7-68 23 | *82 





























The examination of the financial position of a concern resolves 
itself into an examination of the assets and liabilities as disclosed 
by the balance sheet. The first phase of the examination is the 
classification of the assets and liabilities into Fixed and Current 
Assets and Fixed and Current Liabilities. Fixed Assets will 
include all those incidental to production which are acquired for 
that purpose and held permanently, and will also include such in- 
tangible assets as Goodwill, and such fictitious assets as Formation 
Expenses. Current Assets are those purchased or produced in the 
ordinary course of business with a view to turning them into cash 
as soon as possible. Fixed Liabilities are those not requiring 
immediate liquidation, such as a long-term mortgage or deben- 
tures due in the more distant future, while Current Liabilities are 
those due more or less on demand or in the ordinary course of 
trade, such as trade creditors, bills payable, etc. 

The three main avenues of examination into the financial posi 
tion of a concern are: 
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(1) Liability to creditors. 
(2) Working Capital. 
(3) Fixed Capital. 


The credit position of a business depends in part upon its size 
and the ratio of its Current Assets to its Current Liabilities. A 
high ratio is looked upon as generally showing greater strength. 
At the same time, however, the item Creditors must be compared 
with the total of goods purchased during the year to see that 
creditors are being paid regularly. Assuming that the business 
is granted 30 days’ credit, the figure of goods purchased should 
be from 8 to 12 times as great as the item Creditors in the balance 
sheet. If the item Creditors bears a greater ratio than this, it 
is an indication that creditors’ accounts are not being promptly 
met, and the reason for this must be looked into. 

The real solvency of a business, however, depends upon its 
ability to meet its Fixed as well as its Current Liabilities, conse- 
quently each of the classes must be compared with the total assets. 
Unless there is a likelihood of more or less immediate liquidation, 
Fixed and Current Assets may be taken at their book values pro- 
vided that reasonable depreciation has been provided on such 
Fixed Assets and reasonable provision made against loss on such 
Current Assets as require them. If, however, liquidation looms 
ahead, it must be realised that items of Fixed Assets in particular 
may bring less than their book value at a forced sale, although, 
since items of Current Assets in the balance sheet should be 
stated at market or book values, whichever is the lower, they 
should realise something like the balance sheet figure. 

Creditors of a business are intensely interested in the Working 
Capital of the concern. Working Capital is the excess of Current 
and Liquid Assets, i.e., those assets which can be readily turned 
into cash, over Current Liabilities. If a firm has not a sufficient 
margin of Working Capital, it cannot carry on trading, and if 
this is the case, either the business is under-capitalised or too much 
capital has been sunk in Fixed Assets. If there is a satisfactory 
margin, then, on the face of things the business should be able to 
carry on. If, in fact, it is not able to carry on, then too much 
capital is locked up in Current Assets and not enough represented 
in Liquid Assets, for example, too much stock or debtors. As 
regards Working Capital, the items Debtors, Stock, Creditors, 
and Cash are all interlocked, because as a business increases its 
creditors it increases its stock figure, and as stock is decreased, 
debtors are increased. The element of cash enters when creditors 
are paid or debtors settle their accounts. Whenever it is found 
that there is an adequate margin of Working Capital, and at the 
same time the enterprise does not meet its creditors’ claims 
promptly, it can be assumed that too much is locked up in stock 
or debtors or both. 
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The ratio of Current to Total Assets is important, a high ratio 
indicating that, providing the assets Debtors and Stock are not & 


excessive, the business is largely composed of more or less liquid 
capital which has a rapid rate of turnover, while a low ratio 


indicates that the resources of the enterprise are mainly invested F 


in assets the ready liquidation of which might be somewhat 
difficult. 

The examination of the Fixed Assets of a business includes the 
examination of Intangible and Fictitious Assets. The total of 
Fixed Assets including Intangible and Fictitious Assets must be 
compared with the paid-up capital, and where this total exceeds 
the amount of paid-up capital, it is obvious that funds have been 
borrowed outside the concern and sunk in Fixed Assets. Con. 
sequently the concern’s liability to outside creditors could not be 
met without disposing of some of its Fixed Assets. The nature 
of these outside liabilities must be considered with relation to the 
possibility of their being called up shortly or at a more distant 
future date, and what the possibility will be of meeting any such 
demand. In this connection the questions arise, can part of the 
profits be retained in the business to liquidate the outside debt, 
or can a new loan be arranged at the due date to take the place 
of the old one? 

The balance sheet and Profits Statement of the enterprise will 
provide the answer to the former, while as regards the latter, the 
regularity with which interest has been paid on the current loan, 
and the security which can be offered at the due date will be 
among the main deciding factors. With regard to the security, 
it is necessary to examine the balance sheet as a whole to see 
what assets a creditor would have to secure his loan and s0 
protect his interests. In this connection, the amount of In- 
tangible Assets and their speed of reduction, depreciation of plant 
and machinery and its expected normal life, provision for wasting 
assets, and the provision for all depreciations and possible losses 
will have a great effect on the future creditor’s decision. Reserves 
for bad debts and the apparent inability or otherwise to collect 
debts will be noticed. 

Under-capitalisation exists when a business is leaning too 
heavily on its creditors, thus giving them a preponderance d 
control over the proprietor of the business. Generally speaking, 
the capital invested in a business by the proprietor should be at 
least double that owing to outsiders, although it is, of course, im- 
possible to set any hard and fast rule. Each case must be taken 
on its merits. High interest due on excessively borrowed capital 
is a heavy drag on profits, and, as many concerns depend for their 
success on borrowing at a low rate, the result of a rise in the 
interest rate must be foreseen. 

Each Fixed Asset must be compared with the turnover, and 
where any seems excessive, it must be examined more closely to 
see if it is being used to its full productive power. If not, to 
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of movement of the various figures. 
comparison of two years’ figures may be extended to any number 
of years, a five years’ comparison giving a good indication of the 
trend in the absence of any abnormal trade conditions over the 
period. The percentages given are those of the Total Funds Used 
in the case of the liabilities, and of the Total Assets in the case of 


j much capital is locked up in that asset. 
of balance sheet figures over a period of years will show the trend 
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A comparative analysis 


The following example of a 

































































assets. 
Item This % Last % In- % De- % 
Year Year crease crease 

LIABILITIES 
External 
Sundry Creditors 349 | 2-18) 285 1-71) 64 47 
Bank Overdraft .. 1478 8-88 1478 | 8-88 
Provision for Taxa- 

tion 1000 6-26) 1000 6-00 26 
Total External 1349 8-44) 2763 | 16-59 1414 | 8-15 
Shareholders’ De- 

posits 3886 | 24-33) 3886 | 23-34 -99 
Paid-up Capital .. | 6735 | 42-17) 6735 | 40-45 1-72 
Profit and Loss 

Appn. Account 4003 | 25-06) 3268 | 19-62) 735 5-44 
Total Internal 10738 | 67-23)10003 | 60-07) 735 7-16 
Tota, Funps UseEp |15973 |100-00/166-52/100-00 679 
ASSETS 
Current 
Cash in Hand an 

at Bank -- | 17723 | 11-00 10 -06) 1762 |11-03 
Book Debts 6512 | 40-77| 6206 | 37-27) 306 | 3-50 
Stock on Hand 7139 | 44-70) 9831 | 59-04 2692 |14-34 
Total Current 15423 | 96-56)16047 | 96-37 -19) 624 
Fixed 
Cars 200 1-25; 200 1-20 05 
Plant sid - 185 1-16) 215 1-29 30 -13 
Fixtures and Fittings} 165 1-03) 190 1-14 25 ‘ll 
Total Fixed 550 3-44) 605 3-63 55 -19 
ToraL ASSETS 
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Throughout the examination of the balance sheet the following : 
points may provide some forecast of the future trend of events:~ 


(1) The average estimated life of the plant can generally be 
ascertained by comparing the year’s addition to the reserves for 
depreciation of buildings and equipment with the beginning of 
the year balances of the respective items. A short life indicates 
conservatism on the part of the management in valuing the plant, 
This comparison provides also some indication of the possibility 
of new plant being required. 

(2) Lack of accounts receivable shows that sales are largely 
on a cash basis. 

(3) Large additions to Fixed Assets indicate that a programme 
of expansion is being carried on. 

(4) The appearance of a sinking fund, whether tied for any 
specific purpose or not, shows that portion of past profits is being 
retained in the business to liquidate a debt. This should not be 
invested in fixed but in readily realisable assets, otherwise when 
the debt is due the funds may not be available without disposing 
of some assets necessary to the carrying on of production. 


A Disposition of Funds Statement as under, setting out on the 
one hand, the amount of any new funds available to the business 
and the sources from which they were obtained, and on the other, 
the uses to which these funds have been put will be of assistance 
in the interpretation of the balance sheet. 


Disposition of Profits and Changes in Financial Position During 
the Year Ended 31/12/37 


A Net Profit (after paying Income Taxes amounting 
ee We I OE ee ees 06: we 46 ce 60 +0. 
Liabilities were increased by. .. Se eS 29 
Cash in Hand and at Bank was reduced by .. sie bs hb seed 119 
Stock on Hand and in Transit was reduced a 
Fixed Assets were reduced (as a result of Depreciation 
PE Tt Sk as ob Oe (He 06 ee 40-04 09. On He & 


—_—- 


£3,658 
Which was applied as under— 
Increase in Book Debts .. .. .. 22 os ce ce ce oe S38 


With regard to Profits and Capital, the ratio of the profit earned 
by an enterprise to the capital invested at the beginning of the 
period under consideration is looked upon as being a good indi- 
cation of the profitableness of the undertaking. In this connec 
tion, care must be taken to exclude capital invested in outside 
concerns and the earnings therefrom. A good outline of the 
trend of earning power may be seen by a comparison of the ratio 
of profits to capital from year to year. A comparison should be 
made of the net income from operations with the gross assets a 
the beginning of the period, without any deduction of liabilities, 
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the purpose being to ascertain to what extent the assets are being 
profitably employed in the business. 

The term Reserve is often applied to both a charge against 
rofits, before the net profit or loss is struck, to provide for pos- 
sible or anticipated losses, and to that part of the profits set aside 
in a special account from time to time and allowed to accumulate 
to conserve the financial strength of the concern. The former is 
not strictly a reserve, but is rather a provision against anticipated 
or unavoidable losses, but the latter represents profits actually 
earned and not distributed by way of dividends. The former 
should not be shown separately in the balance sheet, but should 
be deducted from the value of the asset to which it applies. The 
latter will appear in the balance sheet on the liabilities side, and 
will seldom be invested in any outside security, although when it is 
so invested, an item will appear on the assets side showing in 
which security the reserve is sunk. It must be remembered that 
the ownership of investment securities results generally in the 
return on capital being less than if the funds are employed in the 
business. Where, as is usual, the reserve is used in the business, 
it is represented in the ordinary Fixed and Current Assets appear- 
ing in the balance sheet, and there can be no pairing off of specific 
assets against the reserve. 

Secret reserves from their very nature are difficult of estima- 
tion. They are surpluses, the existence of which is not shown 
in the balance sheet, and the most common methods of their crea- 
tion are excessive depreciation or undervaluation of assets, the 
omission of such fictitious assets as Goodwill from the balance 
sheet, excessive provision for bad debts and taxation, and the 
charging of capital expenditure to revenue. At the best, only an 
indication can be found as to their existence, although this indica- 
tion may be so strong as to remove all reasonable doubt. 

An examination should be made as to the reasonableness of the 
provision for taxation, and whether it is excessive with regard to 
the amount due on the profit disclosed, as to the reasonableness 
of the provision for depreciation, and as to whether there have 
been any unexplained additions to the visible reserves of the enter- 
prise. An examination of the reduction of the values of assets 
appearing in the balance sheet from year to year and a comparison 
with the normal reasonable values of such assets will provide some 
indication as to whether any assets are being continually under- 
valued. By checking the percentage of gross profit from year 
to year, a reasonable indication can be obtained as to whether 
the profit percentage is being maintained or whether there are 
any unexplained fluctuations, in which case certain capital expen- 
diture may have been charged against revenue or the stock under- 
valued. 

It is probable that a creditor will be made aware of such secret 
reserves by the proprietors of the business and the purpose of his 
examination will be to see whether they have been overstated to 
him or not. 
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The following note on the examination of the printed balance 
sheet and reports of public companies is merely an outline of 
the procedure. Very little definite information can be obtained, 
as only scanty information is given in the balance sheet, and 
generally only the net profit and suggestions for its appropriation 
given. The printed balance sheet is prepared, however, from a 
detailed balance sheet, which will in many instances be made ayvail- 
able to such creditors as bankers when the foregoing procedure 
can be followed. Failing this, however, the examination can pro- 
ceed as follows :— 


First look at the cash position. Does the company appear to 
have difficulty in meeting its creditors or are there any liabilities 
that seem to be out of all proportion to the other items in the 
balance sheet? Check such items of the more liquid assets as 
Debtors, Credit Balance at Bank, and Government Stock, with 
Creditors, and examine the position as far as possible in a similar 
manner to that of the private company. 

Note the percentage of the profit for the year to paid-up capital 
and compare it with other years. 

Note carefully any reports of the directors or auditors, particu- 
larly with reference to any forecast of the future trend of events. 

Note the amount of uncalled capital, as this represents the capi- 
tal available for future expansion or to meet future commitments 
which cannot be met from the ordinary resources of the company, 
but at the same time it must be remembered that the asset, un- 
called capital, depends upon the actual financial position of the 
shareholder and his ability to pay the calls if made. 

Note what debenture holders have the first call on the assets 
of the company, what assets are tied to the debentures, and the 
margin of security above the debenture loans; also, if a floating 
charge has been given over assets other than those specifically 
tied, see whether any of these assets have been disposed of except 
in the legitimate course of trade. 

Examine the book values of all assets, and readily discount any 
not easily realisable at their book values at a forced sale. 

The foregoing outline will provide some indication of the finar- 
cial soundness of a public company as set out by its printed bal- 
ance sheet from the point of view of a creditor. 

In the balance sheet of the public company, private company, 
or sole trader, contingent liabilities must be considered. A large 
amount of unused letters of credit shows that there will probably 
be large purchase commitments not shown in the books. Pending 
litigation may mean that funds will have to be paid out in the 
future for which no benefit will be obtained, and large construc 
tion commitments indicate the possibility of the treasury being 
drawn upon, and possibly more financial assistance being required. 
Unusually high expenditure for insurance premiums indicates that 
extraordinary risks are being covered, while the inability to obtain 
insurance cover is an indication of the existence of unusual 
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hazards. A large amount of bad debt expenses is an indication of 
r credit risk with regard to customers. 
The foregoing is not intended to be exhaustive, but only to 
indicate those avenues along which the effective examination of 
balance sheet figures should proceed. 





Legal Decisions of Interest to Accountants 
By J. S. McINNEs, F.1.c.A. 


BANKRUPTCY — MarrieED WomMAN—INCOME SUBJECT TO 
RESTRAINT ON ANTICIPATION—PROPORTION TO BE AVAILABLE 
FOR CREDITORS 
By S. 52 of the English Bankruptcy Act 1914 (S. 102 of the 

Commonwealth Act) : 

“Where a married woman who has been adjudged bankrupt has 
separate property the income of which is subject to a restraint on 
anticipation, the Court shall have power, on the application of the 
trustee, to order that, during such time as the Court may order, 
the whole or some part of such income be paid to the trustee for 
distribution amongst the creditors, and in the exercise of such 
power the Court shall have regard to the means of subsistence 
available for the woman and her children.” 

A provision of this kind is new to Australia and was taken from 
the English Amending Bankruptcy Act of 1913, in which it was 
inserted on the recommendation of the Report of the Depart- 
mental Committee on Bankruptcy Law of 1908. 

In In re Lady Mary Bowden, The Trustee v. The Bankrupt and 
Another (1937) 4 All E.R. 635, the bankrupt, Lady Mary Bowden, 
a married woman, was entitled, under a post-nuptial settlement 
made in 1926 by her husband, a man of considerable wealth, to an 
income of £5,000 per annum, clear of income tax, subject to a 
restraint upon anticipation, and, in the event of her becoming 
discovert, the £5,000 per annum was subject to a discretionary 
trust of which she would be one of two objects. No children were 
concerned. In September, 1936, Lady Bowden presented a petition 
for the dissolution of her marriage. In August, 1937, she was 
adjudicated bankrupt, her liabilities being about £14,000. An 
interim order for alimony pendente lite was made by the Divorce 
Court, giving her £10 per week, pending the result of an appli- 
cation by the trustee in bankruptcy under S. 52 of the Bankruptcy 
Act, for the whole or some part of the income of £5,000 per annum 
to be made available for the payment of creditors. Upon that appli- 
cation being made, the Registrar made an order that £3,000 per 
annum out of the £5,000 per annum should be paid by the trustees 
of that settlement to the trustee in the bankruptcy. 

The trustee in the bankruptcy appealed from this order, but the 
Court of Appeal dismissed his appeal with costs. It was contended 
for the trustee in bankruptcy that (1) the wife should be sup- 
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ported by her husband, and not by the creditors; and (2) it was 


obligatory on the Registrar in Bankruptcy to order that the whok FF 


of the £5,000 per annum, should be paid to the trustee, as the bank. 





A 


“J 


rupt had other means of subsistence available, namely, her right 


to go to the Divorce Court and obtain an order for alimony 
pendente lite, and, ultimately, if she obtained a decree, an order 
for permanent maintenance. 

The Court or Appeal held that there were no grounds for inter. 
fering with the discretion of the Registrar, as it could not be said 
that he had exercised his discretion upon any wrong principle. In 
view of the fact that the husband had provided his wife with the 
income of £5,000 a year out of his own moneys, the creditors were 
not entitled to throw the whole burden of supporting the bankrupt 
wife on the husband. 


BANKS AND BANKING—NEGLIGENCE IN THE COLLECTION OF 4 
CROSSED CHEQUE 

By S. 82 of the English Bills of Exchange Act 1882 (S. 88 (1) 
of the Commonwealth Bills of Exchange Act) : 

“Where a banker in good faith and without negligence receives 
payment for a customer of a cheque crossed generally or specially 
to himself, and the customer has no title or a defective title thereto, 
the banker shall not incur any liability to the true owner of the 
cheque by reason only of having received such payment.” 

The Amending Act of 1906 enacted that “a banker receives 
payment of a crossed cheque for a customer within the meaning 
of S. 82 notwithstanding that he credits his customer’s account 
with the amount of the cheque before receiving payment thereof.” 
This provision forms Sub-s. (2) of S. 88 of the Commonwealth Act. 

In a case against a bank under the section, the bank usually 
pleads as its defence that it collected payment of the cheque for 
a customer in good faith and without negligence. The good faith 
of the bank is never raised, and the question resolves itself into 
one of negligence. 

A banker is only protected by the section when it acts without 
negligence, and the test of negligence is whether the transaction of 
paying in any given cheque, coupled with the circumstances ante- 
cedent and present, was so out of the ordinary course that it ought 
to have aroused doubts in the banker’s mind and caused it to make 
enquiry. The question is necessarily a question of fact. The onus 
of proof, i.e., the burden of proving the absence of negligence, lies 
on the banker. 

The question of what inquiry should be made in order to test 
the problem of negligence is, like the question of negligence in 
general, purely dependent on the circumstances of each case. “The 
only guiding principle is that, where doubt is once aroused as to 
the nature and true ownership of the cheque, the nature and extent 
of the inquiry proper to allay it must be measured by what, in the 
circumstances, a fair-minded banker, paying due regard to the 
reasonable exigencies of banking business in relation to the person 
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depositing the cheque, would consider it prudent to do in order 
to protect the interests of the true owner, whoever he might be” ; 
Isaacs and Rich JJ., in London Bank of Australia Ltd. v. Kendall 
(1920) 28 C.L.R., at p. 417; approved by Kennedy J. in the New 
Zealand case of Francis & Taylor Ltd. v. Commercial Bank of 
Australia Ltd. (1931) Gazette L.R. 585. In the case dealt with 
hereunder the real question was whether or not the bank had made 
sufficient inquiry, and the Court held that it had not. 

S. 82 (Com. S. 88) applies to all crossed cheques, including 
those crossed “not negotiable” ; and the taking of a cheque crossed 
“not negotiable” is one matter which must be taken into considera- 
tion along with all the other matters surrounding the transaction. 


A Recent Case 


The most recent case on the section is Motor Traders Guarantee 
Corporation Ltd. v. Midland Bank Ltd. (1937) 4 All E.R. 90. In 
that case the plaintiff company drew a cheque on Lloyds Bank 
Ltd., Bristol, for £189/5/- in favour of a firm of motor dealers, 
Welch & Co., and handed the cheque, which was crossed and 
marked “not negotiable” in print, to F. R. Turner, a motor trader 
in Bristol. Turner was a customer of the Midland Bank Ltd. (the 
Bank) at its branch at Staple Hill, Bristol. 

The plaintiff company carries on a hire-purchase finance busi- 
ness, and is a subsidiary of General Accident, Fire and Life 
Assurance Company Ltd., one of whose more important officials, 
in January, 1936, introduced Turner to the Bank. There was no 
definite evidence as to exactly what occurred, but the Court said 
it appeared likely that on July 1, 1936, Turner, by some story, 
induced the plaintiff company to make out a cheque for £189/5/- 
to Welch & Co., motor distributors and dealers at Bristol, on the 
representation that it was to buy a car from Welch & Co., which, 
in turn, would be let on hire-purchase by the plaintiff company to 
him, Turner. When he received the cheque Turner was over- 
drawn £7/8/3 at the Bank, and had various obligations falling due 
which he had not the means to meet. Turner forged the endorse- 
ment of Welch & Co. on the cheque, and paid it into his own 
account. The cheque was endorsed generally, and Turner added 
his own endorsement when he paid it in. 

When the cheque was handed to the cashier he asked Turner 
if he had got the cheque from Welch & Co.; Turner replied that 
he had, and that Welch & Co. had endorsed the cheque to him. 
The cashier then looked at Turner’s account, which Mr. Justice 
Goddard thought was a prudent thing to do, and he saw that there 
had been three transactions involving quite substantial sums of 
money between Welch & Co. and Turner. Turner told the cashier 
that he had sold a car which had been supplied by Welch & Co. 
and that he had already paid Welch & Co. for the car, and he 
called attention to a cheque he had drawn in their favour for 
£484/10/- a week before, and said that that cheque included the 
price of the car. The cashier was satisfied, and the cheque was 
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not brought to the branch manager’s notice. If Turner had been 
a man whose business antecedents had been thoroughly satisfac. 
tory, his Lordship said he should have hesitated long before he 
held that the cashier had not made enough inquiry. 

The regulations of the Bank implied—without actually saying 
so—that when a third-party cheque, i.e., a cheque not made payable 
to the customer, but apparently endorsed over to him, was paid in, 
it should be referred to the manager. The regulation reads: 
“Extreme caution must be exercised in all cases where a customer 
tenders for credit or exchange a cheque payable to a third party, 
and such cheques should not be dealt with unless the manager is 
fully satisfied that the customer is entitled to deal with the article 
in the proposed manner.” The regulations between the Bank and 
the customer did not strictly concern the plaintiff company. The 
Bank was not owing a duty as banker to the plaintiff company 
except in so far as, under Section 82, in order to escape a liability 
in conversion, it had to show that it had acted with due regard to 
the interests of the true owner of the cheque. It had been urged 
for the plaintiff company that neglect of the Bank’s regulations by 
its officers went a very long way to establishing a case of negli- 
gence, but Mr. Justice Goddard said that could not be taken asa 
universal principle; a breach of the Bank’s own regulations was 
not conclusive proof that the cashier made insufficient inquiry, 
and the true owner of a cheque was not entitled to require literal 
performance of such regulations. The Bank would not have been 
guilty of negligence if its servant had taken every reasonable pre- 
caution. There was not an absolute duty to inquire of the payee, 
or of the drawer, of a third-party cheque whether the transaction 
was in order, though the circumstances of a case may be such that 
that is the only course that could be taken to get satisfactory 
information. 

But for one fact in the case, his Lordship thought he should 
have held that the cashier had made reasonable inquiries. That 
fact was that between January, 1936, when the account was opened, 
and July 1, 1936, thirty-five of Turner’s cheques, some for very 
considerable amounts, had been returned dishonoured by the Bank. 
Some had been paid subsequently, some had been met the third 
time they were presented, but others had been presented quite a 
number of times and never honoured. The account was an active 
account ; it never went into debit to any great extent, but that was 
only because the Bank would not let it. These facts, in his Lord- 
ship’s opinion, put a different complexion on the case, and made 
it fall exactly into the class of case which ought to have been 
referred to the manager. His Lordship was by no means satisfied 
that a manager, or an ordinary careful cashier with a knowledge 
of Turner’s banking history in his mind, would have allowed this 
cheque to be collected and placed to the credit of Turner without 
some further inquiry. For that reason, and for that reason alone, 
his Lordship held that the Bank had failed to discharge the onus 
which was placed upon it by S. 82. 
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Judgment was given for the plaintiff company for the £189/5/- 
and interest. 


CONTRACT—WHETHER ARTICLES HIRED TO BE NEW 

In Hope v. R.C.A. Photophone of Australia Pty. Ltd. (1937), 
59 C.L.R. 348, the R.C.A. Company sued Hope for moneys payable 
by Hope to the company under an agreement for the hire of certain 
sound-reproducing equipment, for goods sold and delivered, etc. 
The defendant pleaded by way of set-off that, under the agreement, 
the plaintiff company had agreed to hire certain mew machinery 
and equipment, more particularly described in the schedule to the 
agreement, and he alleged that the machinery and equipment hired 
were not new, and broke down from time to time, so that the 
defendant had suffered damage. The plaintiff company replied that 
the agreement was in writing, and set forth the whole of the 
agreement. 

The agreement referred to recited that the plaintiff company had 
agreed to lease to the exhibitor (the defendant) “the electrical 
sound-reproduction equipment described in the schedule” thereto 
upon and subject to the conditions therein contained for a term of 
34 years, commencing on the day when the company notified the 
exhibitor that the equipment was complete and ready for public 
operation. The total amount payable by way of premium and rent 
for the hire of the equipment was £956/1/-. Clause 1 of the agree- 
ment provided that “the company will procure the equipment and 
lease the same to the exhibitor for the purpose aforesaid. . . . The 
company .... shall not be liable for any deiay whatsoever pro- 
vided the company shall have used reasonable despatch in procuring 
the manufacture, delivery and installation of the equipment.” 

Clause 27 provided that “This agreement and lease as herein set 
forth contains the entire understanding of the respective parties 
with reference to the subject matter hereof, and there is no other 
understanding, agreement, warranty or representation, express or 
implied, in any way binding, extending, defining or otherwise 
relating to the equipment or the provisions hereof on any of the 
matters to which these presents relate.” 

The schedule did not identify any specific articles of equipment, 
but was in the following form: 

“Schedule ‘A’ 

“Description of the equipment covered by the foregoing agree- 
ment : 

“1 PG-72 equipment, complete with two projector units, ampli- 
fier, speaker, and 150 ft. stage cable. 

“1 non sync. 

“2 pedestals. 

“2 5 in. lenses. 

“2 1,000 ft. spools. 

“1 complete set spare valves. 

“3 1,000 watt projection lamps. 

“1 240/110 V. transformer. 

“1 sound screen.” 
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The agreement was silent as to whether new or second-hand 
equipment was to be supplied. 

The whole case for the defendant was that, upon the try 
construction of the agreement, the equipment to be supplied was 
new equipment, and that oral evidence was admissible to identify 
the subject matter of the agreement. 

The company contended that to introduce the word “new” into 
the agreement would add another term thereto, contrary to the 
provisions of clause 27. 

The Full Court of New South Wales decided against the defen- 
dant, and an appeal to the High Court of Australia was dismissed, 
that Court unanimously deciding that, upon its proper construction, 
the agreement did not require that the equipment should be new, 
and parol evidence was not admissible to establish that the parties 
intended new equipment. 

“There is nothing in the terms of the written agreement which 
shows that new equipment was to be supplied. The agreement as 
it appears in the document would have been satisfied by the supply 
of equipment of the description mentioned in the schedule whether 
or not it was new”: Latham C.J. 

“.... the defendant contends that the agreement requires that 
the plaintiff should manufacture the equipment, and consequently 
that it must be new equipment. The agreement, however, merely 
provides that the plaintiff shall procure the equipment, and that 
it shall not be liable for any delay, provided it uses reasonable 
despatch in procuring its manufacture, delivery and installation. 
This provision does not stipulate for new equipment, but that the 
plaintiff will furnish and supply the equipment described in the 
schedule, which it may procure to be manufactured or otherwise 
acquired”: Starke J. 

“Neither in the agreement nor in the schedule are the articles, 
the subject matter of the agreement, described as new or old. It 
is clear that the (R.C.A. Company) could perform the agreement 
by supplying new or used machinery and equipment, unless (that 
company) contractually bound itself to supply articles which were 
new”: McTiernan J. 





TENANT FOR LIFE AND REMAINDERMAN—CONTRACT OF SALE— 
DEFAULT — COMPROMISE — DEFICIENCY ON REALISATION— 
APPORTIONMENT. 


By his will, W. G. Knott, who died on November 7, 1927, 
directed that the net income from the residue of his estate should 
be paid to his five children during their lives, and that after their 
deaths the corpus should be divided amongst his grandchildren. 
The residuary estate included a property which, under a contract 
of sale dated June 9, 1927, the testator had sold to Iona Estate 
Pty. Ltd. for £25,000. The conditions of payment were a deposit 
of £5,000 and the balance in 16 equal half-yearly instalments of 
£1,250, with interest at 6 per cent. on the balance owing, payable 
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half-yearly; by clause 3 interest on overdue instalments of the 
purchase money was payable at the rate of 8 per cent. The 
deposit was paid before the testator died, and after his death five 
instalments, amounting to £6,250, and interest amounting to 
£3,038/5/8, were paid to his executors. The purchasing com- 
pany fell into arrears as to later instalments and interest due under 
the contract, and it failed to pay certain outgoings—rates and 
other municipal charges amounting, with interest, to £1,120/11/7 
—which it was, under the contract, bound to pay. In order to 
preserve the asset, the executors paid these charges. On July 9, 
1935, £13,750 was due for purchase money, and £4,799/3/9 for 
interest. On that day the executors issued a writ against the 
purchasing company for the recovery of the amounts owing and 
the outgoings they had paid. The action was compromised on 
October 31, 1936, and it was agreed that the purchasing company 
should pay £6,250 in cash, that the executors should retain all 
moneys already paid by the purchasing company, that the contract 
should be cancelled, and the purchasing company released from all 
further liability thereunder, and that the land should revert to the 
executors. This agreement was duly carried out on the same day. 
At that time the land was vacant, and not earning any income, and 
thereafter it remained in that condition. The executors proceeded 
to sell the land in subdivisional allotments, and had disposed of 
parts of it. During this period municipal charges accrued against 
the land. The land was valued at £8,146. 

The executors of the testator’s will, The Trustees’ Executors 
and Agency Co. Ltd., took out an originating summons to deter- 
mine a number of questions. It was not disputed that instalments 
of principal money were properly to be treated as capital, and 
interest received as income; but the money paid under the com- 
promise by the purchasing company and the value of the land were 
together less than the amount payable under the contract for 
instalments and interest, and one of the questions submitted was 
how the deficiency was to be apportioned between income and 
capital. 

In the course of his judgment, Mr. Justice Lowe said that he 
agreed with the submission of counsel that the true basis of appor- 
tionment was that laid down by the Court of Appeal in Jn re 
Atkinson, Barbers Company v. Gross-Smith (1904), 2 Ch. 160, 
viz., that one must take the amount due to the tenant for life for 
arrears of interest, and the amount due to the remainderman for 
capital, and apportion the fund in question in proportion to those 
amounts respectively. But there was some contest as to what 
was the proper date as at which such apportionment should be 
made, and as to the rate of interest at which the arrears due to 
the life tenant should be computed. No distinction need be made 
in this case between the date of the agreement of compromise and 
the date when the money was paid under such agreement and the 
land re-transferred, for they were the same date. That date was 
the date as at which the arrears should be computed. That was 
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the date when the asset existing at the testator’s death assumed a 
form which disclosed a deficiency, or, to put it in another way, 
when a new asset was substituted for the old asset. 

There remained the question of rate of interest. In His Honour’s 
opinion the rate to be taken was 6 per cent. In order to ascertain 
the arrears, whether of capital or interest, one must compare what 
should have been paid with what was paid. It must be assumed 
that the contract had been carried out to the date above in order 
to ascertain the first sum, and this applied both to capital and 
interest. The contract provided that unpaid purchase money 
should bear interest at 6 per cent per annum, and, if the contract 
had been carried out, that was the rate which would have been 
paid. He (His Honour) need not therefore consider whether the 
provision in clause 3 of the contract was a penalty, and if it was, 
what consequences would follow from that construction. 

The only other matter of principle involved arose out of the 
payments made or which might in future have to be made by the 
executors. These must be deducted from the fund realised before 
apportioning it as above indicated. 

The questions asked by the summons, and Mr. Justice Lowe's 
answers thereto, were as follows: 

Q. 1. Whether the following items should be treated wholly or 
partly as capital or income: 

(a) the instalments of purchase money amounting to £6,250 

paid by the purchaser, 

Answer: As capital. 

(b) the amount of £6,250 paid under the terms of the compro- 

mise, 

(c) the land when it reverted to the executors, 

(d) the sums paid for the parts of the land subsequently sold, 

(e) the money that will be received by the executors on future 

sales of the land. 

Answer: They should be apportioned in the manner 
indicated. 

Q.2 (1). Whether the following sums should be paid or treated 
as paid out of capital or income: 

(a) the rates and interest thereon paid by the executors after 

the purchaser’s default, 

the street construction charges and interest thereon simi- 
larly paid, 

the arrears of water rates similarly paid, 

the water rates which have accrued due since the land 
reverted to the executors, 

the costs of the action, 

Answer: These amounts should be deducted from the 
money received pursuant to the compromise before 
apportionment as above indicated. 

future municipal rates which may accrue due in respect of 
unsold portions of the land, 
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(g) future water rates? 
Answer: Such amounts should be deducted from the 
proceeds of sale before apportionment as above indi- 
cated. 


(2) Whether the life tenants are entitled to be recouped out of 
capital for the amounts in fact paid out of income for the outgoings 
mentioned in (a), (b), (c) and (d), and, if so, whether they are 
entitled to receive interest on those amounts and at what rate per 
cent. ? 

Answer: Such sums as have been paid out of income 
and as are now declared proper to be paid out of capital 
should be repaid, with interest at the rate of 44 per 
cent. per annum, out of capital. 


In re Knott; Trustees, Executors and Agency Co. Ltd. v. 
Knott (1937) V.L.R. 244; Argus L.R. 456. 


Pounds and Pounds 
By A. Ciuntes Ross, B.SC., F.I.C.A. 


Australian pounds have for nearly eight years been exchanging 
for British pounds at the rate of 125 for 100. Nevertheless there 
are still people who ask: “Who gets the extra £25?” An American, 
who gets only £100 for $400, would be just as reasonable if he 
asked: “Who gets the extra 300?” Even people who understand 
that the question has no real meaning are puzzled about the change 
from the days when it was 100 for 100. 

This is not the first time in history that the word “pound” has 
had different meanings. In R. L. Stevenson’s Kidnapped, Uncle 
Ebenezer promised his nephew David “‘a matter of precisely .. . 
forty pounds.” Next moment he added, “Scots.” “As the pound 
Scots was the same thing as an English shilling, the difference was 
considerable.” Other “pounds” that used to be in circulation were 
the pound Egyptian (£1/0/6 sterling) and the pound Turkish 
(18/2). 

As a first step in the direction of simplification of our own 
problem and to avoid repetition of certain words, let it be granted 
that in what follows the word “pounds” and the sign “£” shall, 
patriotically, be restricted to the Australian pound and that British 
pounds shall be referred to as “sterlings” and indicated by “Stg.” 
This is not only a convenience but also emphasises the fact that, 
ever since the Governments of the Australian States (at the 
relevant time, they were “Colonies” ) acquired the power of decid- 
ing what coins and notes should be legal tender within their 
respective territories, the pound has had a legal status quite distinct 
from that of the sterling. As a historical fact, the two units had 
the same value—namely, that of 123 (and a fraction) grains of 
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gold eleven-twelfths fine, but that did not make them the sam : 


thing. 


That equality lasted till 1914 but, even before that date, the F 


“exchange rate” varied slightly either side of the 100 for 1 
figure—because of the expense of shipping gold. It was always 
the case that, if an Australian wanted to buy British goods, he had 
either to exchange his pounds for sovereigns or for the right to 
sterlings; if a Briton wanted to buy Australian goods, he had 
either to obtain sovereigns or the right to pounds. 

In 1914 the two Governments told their respective peoples that 
they could no longer use gold for internal exchanges nor could 
they obtain gold from the mint for payment of overseas debts. This 
decree is known as “going off the gold standard.” All gold was 
put under the control of the Governments for payment of overseas 
debts to other countries. The two peoples were so much engrossed 
with matters connected with winning the war that this somewhat 
revolutionary change went almost unnoticed; the change over to 
the regular use of paper money was considered to be merely another 
of the temporary queernesses incidental to time of war. If people 
had had freer minds, the fact that the two units were actually quite 
different might have been noticed then instead of twenty years later, 

The change was further obscured during the war years by the 
action of the Governments in arranging, in effect, that any Aus- 
tralian wishing to buy British goods or services could obtain the 
necessary supply of sterlings and that any Briton having a debt 
to discharge in Australia could obtain pounds. Any adjustments 
of accounts that such arrangements entailed could be made when 
the war was won. 


Bills and Overseas Trade 


Here a short “excursus” is introduced for the benefit of thos 
who have forgotten the use of bills of exchange in connection with 
overseas trade. To start with, one method of use only is taken: 
An Australian who has sold wool to a Briton has a right toa 
certain number of sterlings; he draws a bill on his debtor and sells 
it to a local bank for a number of pounds. The bank sends the bil 
to its London branch, where the buyer hands over the purchase 
price in sterlings. A continuance of such transactions means that 
banks in Australia are parting with the ownership of pounds while 
the London branches are acquiring a supply of sterlings. 

An Australian bank that had bought a number of such bills 
would acquire a supply of sterlings in London (“London funds”) 
and could cheerfully sell to an Australian importer a right to 
sterlings—charging a small fee for its services. So far as the 
balance of sterlings is concerned, it does not matter whether at 
Australian exporter adopts the above method or the British ex- 
porter buys a right to pounds from a British bank and sends it out 
in payment. 

In practice, imports and exports are going on at the same time: 
Australian banks are acquiring pounds from exporters and parting 
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with them to importers; British branches are having similar deal- 
ings with sterlings. So long as the imports and exports were, 
over a period, equal in value, there was no suggestion that the 
number of pounds given for Stg. 100 should vary. 


Exports and Imports Not in Balance 


But a continued excess in value of exports over imports leads 
toa change. For example, an exporter with a right to sterlings 
does not have to sell his right—usually in the form of a bill of 
exchange—to a bank, though, as a matter of convenience, he 
usually does so. If there is a shortage of such rights, he can, by 
taking a little trouble, find an importer who will pay him more 
than £100 for the right to Stg. 100. If the banks are not to lose 
their exchange business, they will have to offer more—and neces- 
sarily charge more to importers. 

An importer who finds himself asked to pay a high price for 
sterlings does not have to pay it; he can, if he be content to damage 
his credit standing, dishonour a draft drawn on him. He will cer- 
tainly cancel future orders unless he believes he can sell British 
goods at a price high enough to cover the extra cost to him. Thus, 
imports, with the accompaning demand for sterlings, fall, so that 
arise in the exchange rate tends to reverse the process that created 
It. 

Such changes have been seen in the history of Australia-British 
exchange. Immediately after the war, Australians were happy in 
the possession of a large quantity of raw materials needed by the 
impoverished nations of Europe. Prices were high and a “boom” 
developed. We had a large “invisible import” to pay for; this was 
the use of British capital we had borrowed for war purposes— 
the total debt to Britain in 1918 was £463,000,000. Payment for 
its use is interest, and the total interest bill was about £14,500,000. 
(There was at that time no need to distinguish between pounds 
and sterlings.) Despite this bill and despite our growth in im- 
ports, there was actually a shortage of sterlings to pay for our 
exports. This was partly due to a regular time-lag between a 
movement in exports and the corresponding rise in imports: the 
privately owned pounds have to get into circulation before they 
result in a demand for imported goods. 

For these reasons, the price of sterlings in pounds fell, so that, by 
1924, importers could buy Stg. 100 for £97. This state of affairs 
did not last long; imports rose and oversea prices fell, so that the 
price of sterlings rose in the next year to very nearly 100. The 
fall of sterling to below “par” would probably not have occurred 
and the rise would have been greater but for another influence. 
This was that the required excess of sterlings was supplied by 
Britons. We were borrowing large sums in Britain; in effect, we 
were borrowing from Mr. Lombard and Mr. Cornhill of London 
in order to pay Mr. Manchester and Mr. Sheffield: the “natural” 
result of a continuous excess of imports (including that invisible 
E 
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import, the use of British capital) did not follow in a sufficiently : 
marked degree to bring home the fact of that fundamental di. 
ference. Incidentally, by 1922, the interest bill had risen to abou F 


£20,000,000. 
Return to Gold 
Then in 1925, Britain brought gold into the picture again 


though it was not restored as a medium of internal exchange: § 


exporters could, however, buy it at a fixed rate—the same as that 
fixed before the war. Australia followed suit, so that, once more, 
both countries were on a gold standard. But one effect was that 
the difference between the two units was again obscured in th 
popular mind. 

A year or two later, Mr. Lombard and Mr. Cornhill of London 
got tired of lending to Australia—or were actually short them. 
selves—and refused further loans. At the same time, world mar- 
kets reduced the prices of our main exports. The result was that, 
though the alternative of cancelling orders and reducing import 
was largely adopted, there were still not enough sterlings availabk 
to Australians to pay for goods that, in a sense, had to come—in 
particular, the invisible use of British capital : the Government had 
to pay interest. At the end of 1929, the Federal Government, m 
doubt remembering how gold stocks had been used during the 
war, decided that they had to be used in the same way, and the 
export of gold without Government sanction was again prohibited 
We went “off gold,” though Britain remained on till September, 
1931. 

Official and Natural Rates 


The bargaining process already outlined began again. The banks 
throughout 1930 were charging the unofficial prices obtained by 
exporters for rights to sterling; the official rate was raised by 
jerks till it reached nearly 110 at the end of the year. Even then 
it was far below the unofficial prices and practically no exchange 
was being done by the banks. At last, in January, 1930, it was 
raised in one jump to 130.* Later in the year it was found that, 
at a rate of 125, all necessary supplies of sterlings could be bought 
and a fall to that figure was announced. Exchange has remained 
at that figure ever since. 

What did the change from 100-for-100 to 125-for-100 mean in 
practice? It meant that Australian importers believed that they 
could sell British goods at an advance of 25% on their old price 
It also meant that Australian exporters were receiving 25% mort 
than they would have had otherwise. At that time somebody wa 
getting the extra £25—namely, the exporters of Australian pro- 
ducts—and they were getting it from the consumers of British 


*Note: All rates quoted are those for telegraphic transfers which involve 
no delay in completion of transactions and so involve no interest charges of 
allowances. They also neglect the banks’ charge for service which, even 
gold standard times, caused the effective pound price of sterlings to be 
shade over par, and that of pounds, a shade over par in sterlings. 
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ds. The banks were getting nothing but their service charge, 
which has at no time varied much from one-half of one per cent. 

The last paragraph has, of course, been somewhat over-simpli- 
fied: it did not mention the changes in the market prices both of 
our chief exports and of imports from Britain that occurred about 
that time. Sterling prices for wool fell more than the prices of 
manufactured goods, and interest rates on borrowings of previous 
years did not fall at all, but this does not affect the fact that con- 
sumers were paying 25% more than they would have paid other- 
wise, and that exporters were getting 25% more. 


Unchanged Exchange Rates 


Now we come to the question of why the 125-to-100 ratio has 
remained unchanged since 1930, despite the fact that there have 
been variations in the relation of the values of exports to imports. 
To some extent it has been arranged by the Commonwealth Bank, 
with the assistance of the trading banks; the Commonwealth Bank 
has always been ready to buy sterlings from exporters at that rate 
and sell them at that rate to importers. At times, when there was 
a tendency for sterlings to drop, the rate has been kept up, and 
the banks have increased their London funds above the amount 
needed to meet demands for sterlings. Later, these have been 
demanded, and the price has not risen owing to the “reservoir” 
that had been waiting. 

But it still remained true that no exporter was bound to sell to a 
bank, nor an importer to buy from one. The rate reflected a 
definite relation between internal prices in Australia and those in 
Britain ; if this had not been so, no bank action could have held the 
rate steady. It has been mentioned that, at the time of the change, 
goods would not have been imported unless buyers had been ready 
to pay the higher price; imports fell tremendously just for this 
reason, assisted by, but not primarily caused by, the imposition of 
high Customs duties. Moreover, the extra pounds in the pockets 
of exporters percolated through the whole community, tending to 
keep all prices on a higher level. In fact, there was a general 
tendency for Australian prices in general to be 25% higher than 
British sterling prices. If this figure were fundamentally out of 
step with the relation between the two price levels, it would have 
tochange. If, for example, Australian prices were only 20% above 
British, profits could be made by purchasing goods in Australia 
for £120 which would sell in Britain for Stg. 100; by exporting 
them to Britain, obtaining Stg. 100 for them, and exchanging the 
sterlings for £125. Clearly, a number of such transactions would 
mean an increased supply of Australian goods in Britain, followed 
bya fall in their prices to (say) Stg. 80, which would exchange for 
£100, thus cancelling the profit. But, in the meantime, the strain 
on London funds would be so great that the rate would have to 
conform more closely to the relation between the price levels. 
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The principle is expressed by saying that the exchange rate 
remains at 125, because over a period, £125 are on a “purchasing 
power parity” with Stg. 100. And the rate will remain at that 
figure until, for some considerable time, £125 will purchase more or 
less than Stg. 100. 


Purchasing Power Parity 


The purchasing power parity theory of exchange states that 
variations in all such rates are determined by the relation between 
the price levels in any two countries, and that to approach the 
problem by way of supply of bills of exchange is to consider sur- 
face events only. But the surface approach is justified because it 
is only since the gold standard was abandoned by leading com. 
mercial nations that variations have been large enough to lead 
thinkers to look for an underlying principle. 

To use the term “price level” in the above discussion without 
definition is calmly to ignore an important difficulty in the prac- 
tical application of the purchasing power parity theory. This is 
the difficulty of deciding what goods are to be taken into con 
sideration when deciding on the calculation of a price level. Statis- 
ticians in most civilised nations to-day produce regularly price in- 
dexes based on the retail prices of every-day commodities. If the 
goods that would be purchased by profit-seekers taking advantage 
of any discrepancy between the exchange rate and the ratio of price 
levels were every-day commodities bought at retail prices, the retail 
price index would provide a satisfactory standard. But it is 
obviously probable that wholesale indexes would be better. 

If we work out the relationship on the basis of the Economist 
index of wholesale prices for Britain and the Commonwealth Statis- 
tician’s Melbourne index, the principle comes out clearly. Take 
1926 as the starting-point, because in that year both countries were 
on the gold standard, so that stg. 100 exchanged for £100. By 
1931, the British index had fallen to 62:3 compared with the 1926 
index equated to 100. In other words, British goods that cost 
Stg. 100 in 1926 cost only Stg. 62:3 in 1931. The corresponding 
Australian figure was 78:0. Accordingly, if exchange had re 
mained at 100 for 100, or, to make calculation simpler, at 623 for 
62-3, it would have been possible to buy a parcel of goods in Britain 
for Stg. 62°3, ship them to Australia, sell them for £78, and, with 
this sum, buy Stg. 78. No such profit could be made if exchange 
was £78 for Stg. 62:3, or £125 for Stg. 100. It will be remembered 
that exchange went to 130 early in 1931 as a consequence—on the 
surface—of the demand for and supply of sterlings required for 
ordinary trading purposes. Towards the end of the year the rate 
was reduced to 125—an agreement with theory that is almost too 
good to be true. 

That it is “too good to be true” is indicated by calculations using 
the British Board of Trade wholesale index in place of the 
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Economist index. The result, on a basis of 1926 as 100, does not 
agree closely with the official rate, but, if 1913 as 100 is used, it 
agrees quite well. 

The theory has been tested in connection with many different 
currencies. To do this, we compare the price level in some standard 
country at two dates or periods, and equate the ratio between them 
to 100. Thus, if Australia is the standard country, the actual ratio 
of price levels in 1926 and 1931 was 100 to 78, or 1:28 to 1, the 
corresponding British ratio was 100 to 62:3, or 1-60 to 1. Equating 
the Australian to 100, the British ratio is represented by 125— 
agreeing with the exchange rate at the end of the year. 

The results of similar calculations are quoted in D. H. Robert- 
son’s Money. The United States was the standard country; the 
years compared were 1920 and 1913; the change in the rate of 
exchange was indicated by showing how much “other” currency 
would exchange for $100 in 1920, as compared with the amount in 
1913. The figures that should be equal if they had been able to 
choose the correct price indexes, and if the theory were exactly 
true, came out as: Norway, 147 and 146; Sweden, 133 and 125; 
Britain, 113 and 124; France, 203 and 247; Italy, 242 and 325; 
Germany, 572 and 903. 

In the countries where prices had remained fairly stable, owing 
to less disturbance by war influences, or to a greater possibility 
of taking care that prices did not fluctuate wildly and widely, the 
results are as satisfactory a support of the theory as we should 
expect. The German figure is far away from theory, but, though, 
monetary affairs there had not in 1920 reached the stage of 
instability that they reached a year or two later, it was even then 
really impossible to find any index that was a real reflection of the 
value of currency. The large divergence between the two figures 
in that country is not a real disproof of the theory. 

Economists the world over are now in general agreement that 
the purchasing power parity theory provides an explanation of the 
extent of the fluctuations in exchange rates, subject to the important 
qualifications that (1) the period considered must be long enough 
to allow the movements of goods, and services involved to take 
place and to produce their effects—and (2) exchange must be 
“free.” This last adjective reminds us that, in a number of coun- 
tries, traders are anything but free to buy and sell foreign currency 
as they will. The point will be taken up again later. 


Steady Rates—Australia and Britain 


We arrived at a figure showing that the rate fixed in 1931 was 
“natural,” i.e., it agreed with the figure calculated from theory. 
But it has remained unchanged for nearly eight years. Are we to 
believe that, during the whole period, every change in Australian 
prices has taken place at the same times as an exactly propor- 
tionate change in British prices? If it had happened, it would be 
pure chance, and reference to the indexes for later years shows that 
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it has not. On the same basis (index in 1926-100), the index B 


| for : 


figures and the ratios are: 


1932 1933 1934 1935 1936 1937 


Britain .. .. 60:1 60:7 63-1 65:8 69-8 79-3 
Australia .. 77:0 77:0 80-1 80-2 84-2 90:4 
mee 4... .2 bee 127 127 122 121 114 


These figures indicate that, up to 1934, the parity rate was 
slightly higher than the official rate, but that since then it has been 
lower. This would follow from a greater rise in British prices 
than in Australian—the British index rose between 1934 and 1937 
by over 25%, the Australian by about 12%.* 

If the figure is taken to represent an actual statement of the valu 
of one unit in terms of the other, profits could be made by 
“arbitrage”} transactions. 

An “arbitrageur” could buy goods in Australia for £114, ship 
them to Britain, sell them for Stg. 100, and purchase a draft for 
£125 with the proceeds. As pointed out before, such transactions 
would, if carried out in quantity, tend to produce a rise in Aus 
tralian prices and a fall in British, with the result that the parity 
rate would approach the official rate. 


Under- and Over-Valuation 


It is as if the “real” value of Stg. 100 was £114, but the Com 
monwealth Bank had decreed that it should be £125. Economists 
put it that, at the 125 rate, sterlings are “over-valued” in terms of 
pounds. 

Looking at it from the other direction, the real value of £10 
was Stg. 87:7, but it is decreed that pounds shall exchange at the 
rate of £100 for Stg. 80. In technical language, pounds are “under- 
valued” in terms of sterling. 

The possibility of arbitrage transactions shows that under 
valuation tends to increase exports from the country having a 
under-valued currency. In fact, some countries are accused ¢ 
deliberate under-valuation in order to increase overseas trade. 

Taking the Australia-Britain figures for the six years, we deduct 
that, up to 1934, the pound was slightly over-valued in terms o 
the sterling, thus tending to encourage exports from England 
Quite apart from other influences, this should, according to theory, 
lead to a fall in the parity rate. It appears that this actually took 
place ; in fact, it went so far that a change in the official rate might 
have been expected. But maintenance at a steady figure was seen 
ingly justified even if some arbitrageurs managed to make profits 
By May, 1938, the parity rate was 129, owing to steady fall is 
British prices since July, 1937, and relative steadiness in Aus 
tralian prices. 

*Calculations based on the Board of Trade Index do not give the same figures, bt 
they do show that the 1937 parity rate was well below 125. 

T“‘Arbitrage” is the general term for an operation depending for its success on tht 


buying and selling of currency of foreign countries. In the case taken, Britain asé 
Australia are “foreign” to each other for the reason that each has its own legal tender 
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We reach a general conclusion that Stg. 100 has been exqhanging 
for £125 continuously for nearly eight years, because, in fhe first 
place, the two units are different things, though in eyery-day 
language they have the same name; and, in the second,!on the 
average, and taking the relationship over long periods, $tg. 100 
purchases as much as £125. 

This steadiness is an advantage to traders in that order can be 
placed in the confidence that selling prices of imported gqods will 
not have to be altered. Arbitrageurs do not make easy] profits; 
they have to find commodities (or a mixture of commodijes) that 
will sell at prices corresponding to the level of the prices pf goods 
included in the index. This is not easy unless the discrepancy is 
large and continuous. 

We have seen that the Commonwealth Bank has maintejined the 
rate of exchange steady by being ready at all times to buyjand sell 
sterlings at that rate; a result has been that at times it—{and the 
trading banks—have held a reserve of sterlings in anticipaijion of a 
later demand, and at others a reserve of pounds. But a comtinuous 
period of under-valuation of the pound would necessitate] definite 
action. This could be a discouragement of imports by raising the 
rate or—through representations to Parliament—an incfease in 
Customs duties. An alternative action would aim at the |ncrease 
of home prices by, e.g., purchasing Government bonds on the open 
market, so providing the public with more currency, and erjcourag- 
ing advances by trading banks. Similarly, a continuous se of 








over-valuation would also call for action—a lowering of th¢ rate or 
an effort to reduce home prices. It is clear that a policy pf main- 
taining a steady internal price level is, in principle, inconsistent 
with a policy of maintaining a steady exchange rate. The latter 
policy is governed, to a greater or less extent, by overseas qvents. 

A country with a large excess of imports over exports finds its 
currency falling in value in terms of foreign currencies, a1, if the 
excess continues, no purely banking action can culated a rate 
that under-values the home currency. Political action can ‘be taken 
to put all rights to foreign currencies under the control of the 
central bank. This has been done in Germany and other countries 
in recent years ; every export has to be reported to the bank, and 
no one can obtain a right to foreign currency for payment for 
imports without the permission of the bank. By this means, the 
rate of exchange of marks for sterlings or dollars has béen kept 
steady. The internal value of the mark—as shown by such, indexes 
as are available—has also remained steady, but the strict; control 
of exchange that has kept the two rates steady at the same time is 
not available to more democratically governed countries. , 

Possibly, if this attempt to indicate the factors that are involved 
in the relationships of one currency to another does nothihg else, 
twill bring the conviction that, as soon as one gets away ftom the 
sample every-day trading effects of such relationships,' one is 
mvolved in a maze of complications. | 
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Ore Purchase Tariffs 


By J. N. KEYNES, L.I.C.A., A.C.A.A., 


Works Assistant Accountant, The Broken Hill Associated 
Smelters Proprietary Limited, Port Pirie, S.A. 


Of the essential requirements in the compilation of accurate ore 

purchase tariffs, three stand pre-eminent : 
(a) A full cognisance of fundamentals, 
(b) a good process costing system, 
(c) reasonably accurate metal balances. 

In further explanation of these points, I would mention as 
regards (a), that all metalliferous ores have their own individual 
characteristics, and therefore each ore must be considered sepa- 
rately, as well as in conjunction with the conditions extant when 
the treatment is contemplated. It is just as futile to attempt to 
apply previously worked tariffs to an ore, unless conditions were 
approximately identical, as it would be to lift a costing system out 
of a text-book and expect it to fit snugly into a running concern. 
Point (b) needs no comment, while (c) will be dealt with at a 
later stage. 

Perhaps the clearest way of showing what is at the back of a 
quotation emanating from a silver-lead smeltery for the purchase 
of a parcel of ore is to describe what considerations are necessary 
following the receipt of an enquiry from a prospective vendor. 

Every enquiry must be accompanied by a sample of the ore. 
Emphasis is laid on the fact that the sample must be as truly repre- 
sentative as possible, otherwise if it is above average the vendor 
will get an exaggerated idea of the value of the parcel, only to 
meet with disappointment, or even loss, upon receiving his returns. 
. On the other hand, a sample below average—a more uncommon 
state of affairs than its antithesis—might lead to the abandonment 
of a payable venture. The sample is then comprehensively analysed 
and from the results are deduced three main factors: 

(1) The magnitude of the metal values therein—e.g., lead, 

silver, gold, antimony and copper content, 

(2) the point in the process in which the ore, if otherwise suit- 
able, is to be fed, 

(3) the presence of deleterious constituents which might either 
cause rejection of the parcel altogether, or make it obli- 
gatory to impose penalties to cover the expense of special 
treatment. 


If the ore, judged by the sample, is suitable for treatment in 
the smeltery and appears to be a reasonably sound proposition to 
the vendor, terms and conditions of purchase are formulated, which 
can be conveniently summarised under the following main head- 
ings : 
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(a) Delivery. 

(b) Weighing, sampling, moisturing and assaying. 
(c) Recoveries. 

(d) Penalties. 

(e) Returning charges. 

(f) Payment. 

I shall now proceed to amplify these : 

(a) Delivery: It is invariably agreed that delivery shall be free 
on Works, loose or bagged according to circumstances, and that 
the rate shall be as suits convenient treatment. 

(b) Weighing, sampling, moisturing and assaying: These func- 
tions are carried out as mutually arranged between the buyer and 
seller. In the case of small lots they are usually performed at the 
Works, but the seller is given the opportunity to have a representa- 
tive present to watch his interests. As a general rule, the seller 
agrees to accept smeltery weights, also its sampling and moistur- 
ing without check. Should the seller elect to exchange assays with 
the buyer, a course sometimes resorted to notwithstanding the 
acceptance of the other determinations, the sample for value— 
after being crushed and reduced—is divided into four parts, one 
for the buyer, one for the seller, one for the umpire (if Fequired), 
and the fourth for a reserve. The samples are sealed by the buyer 
(also the seller if represented at the sampling). The spller’s part 
is forwarded to him or his representative. After each phrty assays 
his part the assay certificates are exchanged simultanepusly. 

Payment for metals is based on the mean of the Ibuyer’s and 
seller's determinations, unless the results are outside th¢ “splitting” 
limits, that is, if the difference between them is in excess of one 
unit of lead, one ounce of silver, one pennyweight of gold, etc., 
when the third part of the sample is forwarded to/a mutually 
acceptable assayer, called the umpire, to be assayed for the con- 
stituent wherein the discrepancy lies. The umpire advjses his find- 
ing to both parties and the mean of the two nearest results is 
taken, irrespective of whether the umpire assay is pne of those 
results or not; the party farther from the umpire’s pays for the 
cost of that assay. In many cases the smeltery assays!are accepted 
without check. It is understood that all these functiows are carried 
out in accordance with best commercial practice. WHere the busi- 
ness is of some magnitude the methods followed njight be con- 
tained in detail in the contract itself. 

(c) Recoveries: The percentage of recovery of petals in any 
ore is assessed on the basis of the normal recovery olptained in the 
smeltery after making due allowance for the peculiar character- 
istics of the material to be treated. This requires, at Jeast, a work- 
ing knowledge of metallurgy and the existence of petiodical metal 
balances. It is interesting to digress at this stage to add a few 
comments on the construction of a “metal balande,” which is 
nothing more than a statement showing the metal inplt and output 
and the sources of the losses which occur. Subjoined is a skeleton 
of metal balance in respect of lead: 





1. 


iS) 
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Wome wees enlled. ... .....260se0c0ces 


Input to Roasting Dept. 
(Based on weight and assays of “new’ > mactallilerous 
materials fed into plant during period.) 


Less—Losses occurred in roasting .. .. .. .. .. .-. 


Add—Lead content of material in circulation at begin- 
RE ng ae Ss 94 66. 44 Fs od 2d 05 40 


Deduct—Lead content of material in circulation at 
gf ee ee 


Lead content of sinter (the product of the Roasting 
Dept.) delivered to Smelting Dept... ........ 


ee, ee a ae eee! 
Loss in unfiltered gases .. .. .. .. = ....% 


Input to Smelting Dept.— 
SD cas Ss Gk wh we ae a6 we 
a ey ee ee 


Add—lead content of material in circulation at begin- 
ee ee ee ee ee ee 


Less—lead content of material in circulation at end of 
er a re ee ey ee ere eee 


Less—losses— 
CD GND INU ns nc ow oe ws oe — 
| ee eee -- 


Lead contained in (1) base bullion .. 
Lead contained in (2) copper matte (by- gredext) . 


CO ere ee eee % 
Losses— 
(1) unfiltered gases .. .. .. .. .. ....% 
(2) waste slag .. Yas 





Tons 
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3. Refining: 
Input to Refining Dept.— | 
(1) as per (2) above ne emia se: SORE Go — 
C2) GEOUEE nu 0s 3: a ae -- 


Add—lead content of material in circulation at begin- 

ning of period .. .. — 
a content of material i in | circulation at ‘end 

of period . PREP a eee rrr ray PERE —_ 


Deduct—losses in unfiltered gases .. .. .. .. .. - 


Lead in market bars (weighed) . ares ae — 
Lead in antimonial slag (by- product) . ‘r _ 








Refining recovery .. SE 100% 
Refining losses .. be avian 46 ou OP Seoee 
Net Input whole plant .. .. .. .. .. .. .. -| = 100% 
Production : { 
Market Lead .. .. pee Rel ks aec a 
Copper Matte (lead content) . Tee aT 
Antimonial Slag (lead content) eee ee ee ee 
— 
Losses: 
Roasting—unfiltered gases .. .. .. .. . .. —% 
Smelting—unfiltered gases .. .. .. .. «2 «2 1s —% 
ra 
Refining—unfiltered gases .. .. .. .. .. .. .s  —% 
100% 








In actual practice, metal balances do not work out as precisely 
as the above skeleton might suggest. This is due to several causes ; 
for instance, it is impracticable to assess with any degree of accuracy 
all process losses. With the aid of smoke testers attached to the 
departmental main fume stacks, the contents of solids being 
carried to atmosphere can be appraised to within reasonable limits, 
but a certain amount of fume escapes from the tops of furnaces, 
the discharge end of roasters, etc. 

The fact that unascertainable losses and discrepancies exist, 
makes the approach in the computation of metal balances a little 
unusual. Production is the most positive factor; refined lead is 
weighed over very accurate scales and the relatively small quantity 
of by-products is weighed and assayed—both the lead and by- 
products are subject to check in the hands of purchasers. Input 
to plant is weighed and assayed, which, after allowance for lead 
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in-circulation (in course of treatment) at the beginning and end 

of the period under review, provides the net debit—thus: 
Production 100 
Net Input 1 

To obtain detail in respect of the individual departments, a 
start is made from the production of the Refining Department, 
that is, refined lead plus the lead content of antimonial slag. To 
this is added the lead in-circulation at the end of the period and 
the lead lost in unfiltered gases (as per smoke testers) whilst the 
lead in-circulation at the commencement of the period and direct 
lead input is deducted therefrom, giving the lead content of bullion 
delivered from the Smelting Department. In the last-named de- 
partment, the procedure is somewhat similar; the lead in bullion 
plus the lead content of copper matte represents the production 
thereof. The same adjustments are made in respect of in-circula- 
tion lead, the department losses (fume and waste slag) and lead 
fed direct to the department in order to arrive at the lead debit 
thereof and the credit (or production) of the preceding operation, 
namely, roasting. Here again, in-circulation lead is treated in the 
manner previously described. The resultant figure, viz., the Roast- 
ing Department’s credit, with adjustments for in-circulation, is 
then deducted from the input to that department. The “by dif- 
ference” quantity represents the losses sustained in roasting plus 
or minus unascertainable factors in subsequent stages. The position 
is further complicated by the fact that at various points through- 
out the train of process, drosses and slags are thrown off and 
returned for treatment at earlier stages. Thus drosses from the 
Refining Department are returned both to the Roasting and Smelt- 
ing Departments; slag, flue-dust, etc., are sent back for roasting 
from the smelting furnaces. These returns may be intra-depart- 
ment as well as inter-department. Distinction between “new” lead 
(going through the plant initially) and lead which is being re- 
turned to earlier processes must be carefully observed both in 
metal balances and in costing. In the skeleton metal balance pre- 
viously shown, regard is had to “new’”’ lead only. 

Metal balances provide the average recoveries obtained for the 
period covered by the statement, and these indicate the recoveries 
that can be paid for in materials of a grade which approximately 
conforms to the composition of the total “charge” fed to the pro- 
cess. However, where differences occur, due allowance must be 
made therefor, and in this connection the accountant consults with 
the metallurgical staff. 

(d) Penalties: Penalties in a tariff may be expressed in two 
ways, namely: 

(a) In a reduction of the recoveries to be paid for, 
(b) monetary. 


They are imposed because of the presence of deleterious, or 
excess, constituents which require extra expense to treat. For 


= overall recovery %. 
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instance, an ore containing excess zinc requires additional flux or 
diluent to throw it into waste slag—the additional material not 
only involves expense, but the greater quantity of slag produced 
increases the lead lost. Then again, abnormal copper involves 
greater treatment costs as well as losses. All excesses are, how- 
ever, not penalised because their existence in an ore might obviate 
the use of a quantity of non-lead bearing flux or otherwise assist 
in the preservation or ascertainment of a desired balance in the 
charge. 

(e) Returning Charge: A returning charge consists of a charge 
for treatment costs, plus provision for depreciation, interest on 
capital, realisation of recovered metals and profit expressed per 
ton of material of a prescribed grade, or per unit of metal content. 
Competitive tariffs coupled with protection to the smeltery must 
naturally be based on an accurate costing of the whole process 
and other factors concerned. As a description of methods used to 
obtain the cost of operating each smeltery department and the 
several sections comprising each department hardly comes within 
the ambit of this article, I subjoin, in outline, the cost information 
which is called for in considering a silver-lead-gold-copper-bearing 
concentrate : 

Cost per ton of 
concentrate 
landed free 

on Works 

Ore Unloading—1 ton @ —.. .. 

Ore Re-handling—l ton@—.... .. 

Sampling and Assaying—1 ton @ —.. 

Roasting 1 ton @ —.. 

Smelting 1 ton @ —.. 

Refining (say) -5632tons@—..... 

Silver and Gold Refining — ozs. @ = per oz. 

Treatment of resultant Copper Dross, say -2961 tons 
@w— perton... 

Returning Charge on, say -0893 tons Copper Matte 
@—perton.... 

Freight on above Matte—-0893 tons @ —— per ton .. 

Depreciation @ per ton lead . era ee 

Interest on Capital @ per ton lead .. . 

Realisation Costs on Lead, Silver, Gold and “Copper 
Matte produced . Rae re iy ae 

Profit @ per ton of Re 


Il Il r 


Total .. 


One or two observations in regard to the above may be of 
interest. It will be observed that the concentrate, up to the smelt- 
ing stage, is costed at per ton of concentrate, whereas refining is 
per ton of lead produced. The returning charge for the copper 
matte produced is what is charged by Australian or Continental 
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copper refineries for treating the matte. The percentage of metals 
paid for by the treating refinery is incorporated in the percentage 
payment offered the vendor by the smeltery. 

To the vendor the returning charge will be submitted along these 
lines : 

Crushing, sampling and assaying 

Cie an aco 40 40 te os oe SRO 

Smelting charge .. .. .. .. .. .. per ton of ore 

(representing handling, roasting 
and smelting) 

5 RO PR a ee ee 

(representing refining, realisation, 
depreciation, profit, etc.) 

Silver and gold charge .. .. .. .. per oz. 

ST Ke: as a%, ea. de oe wd per unit of copper 

(£) Payment: The first consideration under this heading is the 
length of time it will take for the values in an ore to be converted 
into saleable products and realised. This is important because one 
of the aims of a purchase tariff is to arrange so that the price 
which is paid for the metal contents will be as near as possible to 
that realised for the actual metals sold, thus eliminating as nearly 
as can be done in ordinary practice, the market risk. 

In the case of lead, the price paid is the London average price 
of soft lead taken over the whole of the third calendar month after 
the month in which the ore is delivered to the smeltery ; such price 
is ascertained from the official quotations of the Australian Metal 
Exchange, the mean of the spot and forward quotations of each 
day being taken. A somewhat similar pricing arrangement exists 
in regard to silver. To the London metal quotations is added the 
average rate for telegraphic transfers on London as published by 
the Commonwealth Bank during the month of delivery. Usually 
the vendor is given the right to ask for advance payments—these 
are equivalent to 80% of the estimated value of the recovered 
metals, less returning charges. 


per unit of lead content 





Shall and Will 
By J. A. L. Gunn, F.L.c.a. 


Jack Cade addressed this reproach to Lord Say, before he 
cut Say’s head off: “It will be proved to thy face that thou 
hast men about thee that usually talk of a noun and a verb, and 
such abominable words as no Christian can endure to hear” (Henry 
VI, Pt. 2, Act IV, Se. 7). Or, shall we say, minute details of 
verbal criticism must necessarily be tiresome and uninteresting. 
Nevertheless, I feel it my duty to do what I can to save “shall” 
and “will” from maltreatment by foreigners, such as all Lowland 
Scottish, some Irish and most Americans, and to save the High- 
land Scottish and other lovers of the English language, including 
a few Englishmen, from contagion. 
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There are three senses in which the future tense may be used: 
(a) To express merely future time, and nothing more. 
(b) To combine future time with an implied intention. 
(c) To combine future time with an implied command, 
promise, or threat. 


When nothing but future time is intended—mere futurity, with- 
out any idea of command or intention being mixed up with it— 
shall should be used for the first person, and will for the second and 
third persons, viz. : 

Sing. 1. I shall die. 
2. Thou wilt die. 
3. He will die. 
Plur. 1. We shall die. 
2. You will die. 
3. They will die. 

When we wish to express some intention of our own, then will 

is put for shall in the first person: 
Sing. 1. I will die. 
Plur. 1. We will die. 

Falstaff says : “Now shall I sin in my wish, I would thy husband 
were dead ; /’/] speak it before the best lord, I would make thee my 
lady” (Merry Wives of Windsor, Act III, Sc. 3). “Shall” is the 
future; “will” expresses his readiness to do a certain act. 

Whenever we wish to express, not merely future time, but some 
command, or promise, or threat in addition, shall is put for will in 
the second and third persons: 

Sing. 2. Thou shalt die. 
3. He shall die. 

Plur. 2. You shall die. 
3. They shall die. 

“You shall receive a prize to-morrow.” “She shall have music 
wherever she goes.” Here not only is future expressed, but a 
promise in addition. “Thou shalt have no other gods before Me.” 
This is God’s command. 

The use of “I shall,” etc. (future), and “I will,” etc. (inten- 
tion), is well illustrated by the following sentences: 

“I shall drown and nobody will save me.” The speaker is cer- 
tainly not expressing an intention of drowning; he is merely stating 
that something will happen to him in the near future. Again, in 
teferring to the lack of saviours he is not commanding the by- 
standers to refrain from saving him. 

“I will drown and nobody shall save me.” Here the opposite 
meaning is conveyed. The speaker, if rescued, must certainly be 
charged with felo de se. He is expressing the intention of drown- 
ing, and he commands the bystanders to leave him to carry out his 
intention. 

“But let the frame of things disjoint, both the worlds suffer, 
ere we will eat our meal in fear, and sleep in the affliction of these 
terrible dreams” (Macbeth, Act III, Sc. 2). The sense is: “Let 
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all this happen before we consent to eat our meals and sleep ig 
terror.’ ; 
It is right, though scarcely necessary, to observe that the pag 
tenses “should” and “would” may be assumed to follow a rugs 
analogous to that which guides us in the employment of theig! 
presents. When the auxiliaries “should” and “would” are applied: 
for the purpose of expressing a subjunctive mood, they are, ig 
fact, only contingent or hypothetical futures. When a man says: 
“T should have caught the fever if I had visited that person,” he 
announces something which would have been a future event ifg 
certain condition had been fulfilled. It is right in such a sentence fg 
use “should,” because in a corresponding categorical sentengg 
“shall,” and not “will,” would be the proper future auxiliary for 
the first person: “I shall catch the fever if I visit that person.” 
On the other hand, in such a sentence as “He would have gone tg 
Melbourne if the weather had been fine!” “would” and not 
“should” is employed, because the proper future auxiliary with the 
third person is: “He will go to Melbourne,” etc. “He shall go toy 
Melbourne” or “He should have gone to Melbourne” would be) 
understood to convey nothing except the fact that it is or was hig 
duty to go. 
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